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OVERSIGHT OF THE U.S. POSTAL SERVICE 


THURSDAY, OCTOBER 21, 1999 

House of Representatives, 

Subcommittee on the Postal Service, 

Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10:10 a.m., in room 
2154, Rayburn House Office Building, Hon. John M. McHugh 
(chairman of the subcommittee) presiding. 

Present: Representatives McHugh, Sanford, LaTourette, Miller, 
Fattah, Owens, and Davis. 

Staff present: Robert Taub, staff director; Heea Vazirani-Fales, 
counsel; Jane Hatcherson, professional staff member; Abigail D. 
Hurowitz, clerk; Denise Wilson, minority professional staff mem- 
ber; and Earley Green, minority staff assistant. 

Mr. McHugh. Good morning. The hearing will come to order. On 
behalf of the subcommittee members, I 'm pleased to welcome every- 
one here as we continue the oversight agenda for the 106th Con- 
gress. 

Let me begin by saying to those who have suggested our Postal 
Service ain't broke, I think today's GAO testimony will serve as a 
wake-up call as we will hear GAO explain first class mail volume 
is expected to decline at an average annual rate of 2.5 percent in 
fiscal years 2003 to 2008. Such a decline would be unprecedented. 
Let me say that again. Unprecedented in the Service's history and 
will likely create severe financial and performance challenges. Ac- 
cording to the Postmaster General, not only will this erosion place 
nearly $17 billion of total revenue at risk, but even worse, the 
Service's environment is changing so rapidly that we simply can't 
predict precisely when or to what extent competitive pressures may 
affect the Service's revenues. As a postal commentator by the name 
of Gene Del Polito recently quipped, "In today's world, Internet 
years are more akin to dog years than thej ulian calendar." 

So indeed we need to take heed when the GAO states again, 
'The Postal Service may be nearing the end of an era." I rrespective 
of Congress's progress in modernizing the Nation's postal laws, it 
is clear that these developments make it imperative for the Postal 
Service to resolve long-standing performance challenges that will 
be detailed by our first panel of witnesses. 

Our first panel today will include Ms. Karla Corcoran, the Postal 
Service's Inspector General, and Mr. Bernard Ungar, the Director 
of Government Business Operations Issues for the General Ac- 
counting Office. Both the IG and GAO are on the front lines as 
America's postal watchdogs, and they have proven to be valuable 

( 1 ) 
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partners with the subcommittee in reporting to us on a broad range 
of postal operations. Although the GAO has been evaluating postal 
operations since the days of the Post Office Department, the In- 
spector General is still a relatively new player on the post scene. 
Unlike every other major Federal agency, when it came to the Post- 
al Service, the American public did not have the benefit of the over- 
sight provided by an independent Inspector General. Fortunately, 
in my opinion, we remedied that problem in 1996 when we enact^ 
legislation to create the postal I G. 

I n that regard, the subcommittee certainly looks forward to hear- 
ing from Ms. Corcoran on the progress of establishing her office 
since her last presentation to this subcommittee in 1998. It is im- 
portant that the American postal consumer be assured that the In- 
spector General has the necessary staff and resources to vigorously 
carry out all of her responsibilities under the IG Act. With a budget 
of some $62 billion and nearly 900,000 employees, the Postal Serv- 
ice rivals only the Department of Defense as the largest Federal 
agency. It would thus seem appropriate that the postal IG's budget 
would be comparable to the budgets of the Offices of I nspector Gen- 
eral within the Department of Defense and other such agencies. I 
look forward to Ms. Corcoran's update on this matter today. 

It is important as well to note that both the IG and the GAO 
have identified a number of initiatives that the Postal Service could 
undertake to improve its own performance. I look forward to Ms. 
Corcoran and Mr. Ungar highlighting these initiatives, especially 
the extent to which the Service has followed up on the questions 
raised by the IG and GAO in reports to Congress. Further, they 
have a number of assignments pending. I hope Ms. Corcoran and 
Mr. Ungar can report to us on the status of these assignments and 
the impact these reports will have in assessing the productivity 
and the efficiency of the Postal Service. 

Our second panel consists of a single, yet a very important, indi- 
vidual, the Postmaster General, Mr. William Flenderson. As Mr. 
Flenderson notes in his written statement, mail delivery scores and 
net income appear today to be fine. Flowever, he also underscores 
that the Postal Service faces considerable challenges in sustaining 
its current performance in maintaining a competitive role in pro- 
viding mail service to the American public in the future. As both 
theIG and the GAO have found, the Postal Service requires signifi- 
cant attention to such areas as labor-management relations, inter- 
nal controls, and revenue protection. The subcommittee looks for- 
ward to hearing Mr. Flenderson's plans to develop innovative and 
workable solutions to these and other problems facing the Postal 
Service. 

While today's hearing is not specifically devoted to initiatives re- 
garding reform, the GAO's message makes clear that time appears 
to be growing short for the Postal Service to successfully address 
these challenges. Unless the Service can adopt to a rapidly chang- 
ing communications environment and growing competition, we are 
facing a major crisis in the postal sector. Inevitably the issues of 
modernizing our postal laws will prove inherent in evaluating the 
operations of the Postal Service itself, and the subcommittee is in- 
terested in hearing Mr. Flenderson's assessments of developments 
in the reform debate. 
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We thank all three of our panels of witnesses here today for join- 
ing with us. 

With that, I would be happy to yield to the distinguished ranking 
member for any comments he may wish to make at this time. 

[The prepared statement of Hon. J ohn M. McHugh follows:] 
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Statement of the Honorable John M. McHugh, Chairman 
Subcommittee on the Postal Service 
Oversight Hearing - October 21, 1999 

Good morning. The hearing will come to order. On behalf of the Subcommittee 
members, I am pleased to welcome everyone here as we continue our oversight agenda for the 
106* Congress. 

For those who have long suggested that our postal system “ain’t broke,” today’s GAO 
testimony should be a wake-up call. As we will hear GAO explain, First-Class mail volume is 
expected to decline at an average annual rate of 2.5 percent in fiscal yeare 2003 to 2008. Such a 
decline would be unprecedented - let me reiterate the word unprecedented - in the Service’s 
history and would likely create severe financial and performance challenges. According to the 
Postmaster General, not only will this erosion place nearly S 1 7 billion of total revenue at risk, but 
even worse, the Service’s environment is changing so rapidly that we cannot predict precisely 
when or to what extent competitive pressures may affect the Service’s revenues. As postal 
commentator Gene Del Polito recently quipped, “In today's world, Internet years are more akin to 
dog years than the Julian calendar.” 

So indeed, we must take heed when the GAO states that “the Postal Service may be 
nearing the end of an era.” Irrespective of Congress’s progress in modernizing the nation’s 
postal laws, it is clear that these developments make it imperative for the Postal Service to 
resolve the longstanding performance challenges that will be detailed by our first panel of 
witnesses. 

Our first panel today will include Ms. Karla Corcoran, the Postal Service’s Inspector 
General, and Mr. Bernard Ungar, Director of Government Business Operations Issues for the 
General Accounting Office. Both the IG and GAO are on the front lines as America’s postal 
watchdogs, and they have proven to be valuable partners with the Subcommittee in reporting to 
us on a broad range of postal operations. Although the GAO has been evaluating postal 
operations since the days of the Post Office Department, the tospector General is a relatively new 
player on the postal scene. Unlike every other major federal agency, when it came to the Postal 
Service, the American public did not have the benefit of the oversight provided by an 
independent Inspector General. We remedied that problem in 1996 when we enacted my 
legislation to create the postal IG. 

In that regard, the Subcommittee looks forward to hearing from Ms, Corcoran on the 
progress of est^Iishing her office since her testimony last year. It is important that the American 
postal consumer be assured that the Inspector General has the necessary staff and resources to 
vigorously carry out all of her responsibilities under the IG Act. With a budget of $62 billion and 
nearly 900,000 employees, the Postal Service rivals the Department of Defense as the largest 
federal agency. It would thus seem appropriate that the postal IG’s budget would be comparable 
to the budget for the Offices of Inspector General within the Department of Defense. I look 
forward to Ms. Corcoran’s update on this matter today. 

It is important to note that both the IG and GAO have identified a number of initiatives 
that the Postal Service could undertake to improve its own performance. I look forward to Ms. 
Corcoran and Mr. Ungar highlighting these initiatives, especially the extent to which the Service 
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has followed up on the questions raised by the IG and the GAO in reports to Congress. Further, 
they have a number of assignments pending, I hope Ms. Corcoran and Mr. Ungar can report to 
us on the status of these assignments and the impact these reports will have in assessing the 
productivity and efBciency of the Postal Service. 

Our second panel consists of Postmaster General William Henderson. As Mr. Henderson 
notes in his written statement, mail delivery scores and net income appear to be fine. However, 
he also underscores that the Postal Service faces considerable challenges in sustaining its current 
performance and maintaining a competitive role in providing mail service to the American public 
in the future. As both the IG and the GAO have found, the Postal Service requires significant 
attention to such areas as labor-management relations, internal controls, and revenue protection. 
The Subcommittee looks forward to hearing Mr. Henderson’s plans to develop innovative 
solutions to these and other prohlems confronting the Postal Service. 

While today’s hearing is not specifically devoted to reform issues, the GAO’s message 
makes clear that time appears to be growing short for the Postal Service to successfully address 
its challenges. Unless the Postal Service can adapt to a rapidly changing communications 
environment of growing competition, we are facing a major crisis in the postal sector. Inevitably, 
the issue of modernizing our nation’s postal laws will prove inherent in evaluating the operations 
of the Postal Service, and the Subcommittee is interested in hearing Mr. Henderson’s 
assessments of developments in the reform debate. 
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Mr. Fattah. Thank you, Mr. Chairman. I'm pleased to join you 
today for a general oversight hearing on the U.S. Postal Service 
and in welcoming our distinguished panelists. 

Our focus on the Postal Service is timely. Two days ago the 
House Subcommittee on Regulatory Reform and Paperwork Reduc- 
tion held a hearing on the U.S. Postal Service regulations regard- 
ing commercial mail receiving agencies. Last week the Postal Serv- 
ice Office of I nspector General released some 51 reports and agreed 
to savings of over $1.1 billion. A number of these reports, six to be 
exact, address the treatment of postal workers by their supervisors. 

As a member of the subcommittee concerned, as we all are, with 
labor-management issues, I can tell you I'm concerned about the 
state of affairs at the Postal Service, particularly as it impacts bet- 
ter workplace relations. With over 826,000 employees, the Postal 
Service must move forward with real improvement in the way it 
treats its employees and improving labor-management relations. 

Two weeks ago our staff was briefed by the Postal Service about 
e-commerce initiatives. The Postal Service is very interested in 
having every household connected to an e-mail address. This foray 
into e-commerce must first grapple with a report just issued by the 
IG on computer security within the Postal Service. The report iden- 
tified many significant weaknesses in computer security. As the IG 
states, "the backbone of any successful e-commerce program must 
be built upon a secure and trustworthy computer network. Ad- 
dressing dtficiencies and shortcomings in the Postal Service's own 
computer system obviously must come first." 

Diversity and equal employment opportunity are two issues I am 
most interested in seeing resolved. To that end, I 've asked the GAO 
to review and report back to this subcommittee the progress of the 
Postal Service in achieving diversity in the Postal Career Executive 
Service. These are senior, high-level, high-paying positions which 
must adequately reflect the diversity of the work force. 

With regards to OSH A, in the 105th Congress we enacted the 
Postal Employee Safety Enhancement Act. The Postal Service can 
now be cited, fined, and referred for criminal prosecution by OSHA 
for health and safety violations. Are postal facilities safe? Is the 
Postal Service in compliance with OSHA? I believe my colleagues 
on this subcommittee will agree that all postal employees deserve 
a safe working environment. I look forward to exploring this issue 
further with the IG and with the Postmaster General. 

Recently, we have been hearing rumblings that a postal rate in- 
crease is looming. I just got used to paying 33 cents for a stamp. 

I wish to examine how, given enormous profits touted by the Postal 
Service, how we can be in a position again to face an increase in 
the price of a postage stamp. The dialog on this matter must con- 
tinue. 

Mr. Chairman, I can raise further issues forever. Suffice it to say 
that the general oversight of the Postal Service could not have 
come at a better time. I wish to thank the IG and the GAO for 
their time and reports and willingness to explore new issues and 
to find problems. I look forward to hearing how the Postal Service 
will tackle its current challenges and better position itself. Thank 
you. 

Mr. McHugh. I thank the gentleman. 
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Any other Members seeking recognition at this time? 

Mr. Davis. 

Mr. Davis. Thank you very much, Mr. Chairman, and i want to 
thank you for convening this hearing regarding oversight of the 
U.S. Postai Service. Today's hearing is timeiy and very important, 
in fact, this is our second hearing concerning the Postai Service 
and its operations this Congress. 

There are a number of issues that have emerged since our iast 
oversight hearing. Among those issues inciude a report issued by 
the Generai Accounting Office concerning diversity within EAS 17 
and above positions, in addition, there have been serious com- 
piaints and concerns regarding the number and amount of adver- 
tising doiiars that are spent with smaii business vendors and in 
minority communities. 

The diversity issue is one that concerns me greatiy, and making 
sure that minorities and women are represented at every ievei of 
the Postai Service must continue to be a priority, in addition, en- 
suring the minorities and women receive an adequate share of con- 
tracts must continue to remain high. 

Recentiy i had the opportunity to address a diversity forum spon- 
sored by the Postai Service. At that forum were managers and sen- 
ior managers discussing the importance of diversity. The Postai 
Service has been moving in the right direction with regard to this 
issue, and i want to commend them for that and urge that we con- 
tinue with this progress. 

The question of advertising doiiars and how they are spent con- 
cerns me. i requested the Congressionai Research Service provide 
to me a breakdown of the totai advertising budget for the Postai 
Service and how it is spent, i n particuiar, i wanted to see what doi- 
iars were being spent in what communities and with minority ven- 
dors. i was toid by CRS that the Postai Service did not have such 
a breakdown. Now, if that is true, i wouid iike for us to move in 
the direction of seeing how we can put one together. This is a ques- 
tion that i posed with the Census Bureau not iong ago, and we 
were successfui in passing an amendment that wouid target adver- 
tising doiiars to minority communities and with minority vendors, 
i wiii be interested in hearing the Postai Service's views on this 
issue. 

Finaiiy, i, too, am concerned about the articie that appeared in 
the USA Today newspaper yesterday that suggested that first-ciass 
maii couid be in jeopardy by the year 2003 because of advances in 
technoiogy and more peopie paying biiis via e-commerce. The arti- 
cie aiso went on to say that the Postai Service couid iose more than 
$17 biiiion in revenue over the next decade due to e-commerce, i 'm 
interested in knowing what pians are being made to ensure the 
iong-term competitiveness and viabiiity of the Postai Service to 
continue providing universai service, i iook forward to hearing 
GAO'S fuil anaiysis of this issue, and again, Mr. Chairman, i thank 
you for convening this hearing and iook forward to hearing aii of 
the witnesses. 

Mr. McHugh, i thank the gentieman for his comments. 

i know his question reiates to what the Postai Service is doing 
because the Postai Subcommittee has been working on H.R. 22 for 
5 years, i just wanted to make sure we understood that. 
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Let me now call forward our first panel. Karla Corcoran, the In- 
spector General of the U.S. Postal Service, who, I understand— if 
you'd just please come up while I 'm doing your introductions— who, 

I understand, is accompanied by Mr. Thomas Coogan, who is a 
legal counsel for the IG, and Richard Chambers, who is Assistant 
Inspector General for Audit, and also Bernard L. Ungar, the Direc- 
tor of the Government Business Operations Issues Office of the 
U.S. General Accounting Office, who, I understand, is accompanied 
by Teresa Anderson, Assistant Director, and Gerald Barnes, also 
Assistant Director. You can see they're veterans because they have 
not been seated, and they know they have to take the oath. 

[Witnesses sworn.] 

Mr. McHugh. The record will show that all of the witnesses re- 
sponded to the oath in the affirmative. And again, once more, we 
welcome you all here. Thank you for joining us. 

Starting from right to left because why not. Why don't we start 
with the Inspector General, and we do have your written testi- 
mony. I have read all of the testimony today in its entirety. It was 
all very interesting, and all of that will be submitted in its entirety 
for the record. We now turn our attention to you for your personal 
comments today. 

STATEMENT OF KARLA W. CORCORAN, INSPECTOR GENERAL, 

U.S. POSTAL SERVICE, ACCOMPANIED BY THOMAS COOGAN, 

LEGAL COUNSEL; AND RICHARD CHAMBERS, ASSISTANT IN- 
SPECTOR GENERAL FOR AUDIT, U.S. POSTAL SERVICE 

Ms. Corcoran. Thank you, Mr. Chairman. 

Chairman McHugh, Congressman Fattah and members of the 
subcommittee, I'm pleased to be here today to discuss with you the 
progress of the 01 G and what we've seen as we started looking at 
the Postal Service, j oining me are my counsel, Tom Coogan, and 
my Assistant Inspector General for Audits Richard Chambers. 
With your permission, I 'm going to ask that we enter the full state- 
ment into the record. 

Mr. McHugh. Without objection. 

Ms. Corcoran. As you know, this is our third year as an inde- 
pendent Inspector General within the Postal Service. In the first 
year, we spent most of our time creating a separate mission from 
the Inspection Service. Our second year, we focused on hiring and 
initiating audits and investigations. You might be interested in 
knowing that we've identified over 1,000 projects that we believe 
need to be done within the Postal Service. And this is our third 
year we have spent reviewing key postal programs. 

We are a new organization by almost any standard. However, we 
have numerous accomplishments and nave made remarkable 
progress. In the last 6 months alone, we've issued over 100 reports 
with $1.1 billion, that's a B for billion, in savings and cost avoid- 
ance over the next several years. We have 190 ongoing investiga- 
tions. Our investigations have yielded 17 criminal charges and $2.1 
million in fines and recoveries. We also have proactive investiga- 
tions that are targeting fraud and corruption. 

In the last 6 months, our office has grown from 178 to 400— I'm 
sorry, in the last 18 months our office has grown from 178 to 400 
and from four offices to six offices. With the Governor-approved 
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budget for year 2000, we will grow to 648 staff. We will have 5 ad- 
ditional offices for a total of 11 offices. I'm very excited about our 
diversity statistics. Our staff consists of 43 percent women and 42 
percent minorities. 

Each year the Inspector General community recognizes outstand- 
ing accomplishments within the community. I'm proud to say that 
this year, in fiscal year 1999, we received a total of eight Executive 
Council on Integrity and Efficien(^ Awards. This included four 
awards for excellence for our work in Y2K, labor-management, and 
developing a computer intrusion course for the entire community. 
This is the most awards received by any Inspector General within 
the community. 

Today I'd like to highlight for you the work we have done in five 
areas. Those areas are performance, technology, financial manage- 
ment, labor-management, and oversight of the Inspection Service. 

In the first area of performance, we have conducted 49 reviews 
of critical core business areas within the last 18 months. In the 
Corporate Call Management area, we identified nearly $1 billion in 
cost avoidances over the next several years by changing technology. 
In the transportation area, we issued two reviews identifying over 
$150 million in savings over a 5-year period. These were in the 
highway transportation contract area and the rail detention man- 
agement area. 

We also looked at the Priority Mail Processing Center. We found 
that the contractor network had not significantly improved on-time 
delivery, yet it cost $100 million more than processing that mail in- 
house. 

Our investigators identified in the international arena as much 
as $20 million in revenue that could have been collected. However, 
the Postal Service had negotiated lower international rates even 
though the mail was processed totally within the United States. 

We've also performed work in the environmental area. We re- 
viewed Postal Service's use of natural gas vehicles, and found that 
these vehicles have been placed in areas where there is no supply 
of natural gas. 

In the second area, technology, as you know, we have focused 
much of our work over the last 18 months in the Y2K area. We've 
issued nine reports. We testified before a joint committee sub- 
committee hearing in February. At that time we said Postal had 
a lot of work to do to be ready. Since then, with our assistance. 
Postal has made tremendous progress. However, challenges re- 
main. In our latest report on Business and Continuity Plans, we 
identify many of our concerns about their plans and the testing of 
those plans. 

In addition, in the technology area, we are doing work in elec- 
tronic commerce, computer intrusion, and developmental projects. 

We are also doing work in the financial management area. We 
include contracting and facilities in this area. We've done a total 
of 31 reports over the last 18 months. 

In the Dinero Seguro money transfer program, we identified 
ways to reduce the risk of money laundering. You asked us, Mr. 
Chairman, whether the indictment of Postal Service's Mexican 
business bank partner would jeopardize the integrity of the pro- 
gram. We said that it would not. However, as a result of our re- 
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view, we did identify a previously unknown scheme, whereby drug 
traffickers would wire drug proceeds to Mexico. By partnering with 
other Federal agencies, we have made five arrests, and seized 25 
kilograms of marijuana and 3 kilograms of cocaine. 

The Postal Service purchases over $8 billion of goods and serv- 
ices each year. Therefore, we've done quite a bit of work in the con- 
tracting area, much of it for Congressman Fattah. For example, one 
of the reviews we have done is to look at why there has been a de- 
cline in minority contracting. In another review, we recommended 
that three contractors for the Postal Service be suspended and/or 
debarred for various improprieties. 

Postal Service has 38,000 facilities. This makes Postal one of 
America's largest owners, developers, and managers of real estate. 
At your request, Mr. Chairman, we reviewed the Olympic facilities 
in Atlanta. We found that inappropriate approval and oversight 
had cost at least $9 million more than their original projections. 

Postal Service has identified labor-management as key to achiev- 
ing their goals into the 21st century. This has been one of the 
toughest areas for us to address, first, because of the sheer mag- 
nitude of complaints we have received— over 2,500 individual com- 
plaints. Second, this is an area that we get push back from man- 
agement. We have more recommendations that have not been 
agreed to in this area than in any other area. 

We're also extremely concerned about retaliation against employ- 
ees that have assisted or worked with the 01 G. Whenever we have 
allegations that employees are being retaliated against for working 
with the 01 G, we immediately review them. We have 11 current 
investigations in this area under way, and 3 that we have com- 
pleted. 

In the labor- management area, we focus on systemic reviews. In 
the last 18 months we've done 30 reports and 60 congress! onals. A 
major report in this area has been to look at the threat assessment 
program. We have found that violence prevention and response 
policies within the Postal Service have not been followed in three 
districts. We are extending that review now to look at 26 additional 
districts so that we can make Postal-wide recommendations for im- 
provement. 

The last area that I 'd like to talk to you about is oversight of the 
Inspection Service. As you well know, that is one of the principal 
reasons why an independent Inspector General was creat^ within 
the Postal Service. We have done 18 Inspection Service reports. 
These include crime lab certification, abuse of authority, and dis- 
ciplinary actions. At your request, Mr. Chairman, we reviewed the 
classification of postal inspectors performing audits. We found that 
250 inspectors who were performing audits were not spending at 
least 50 percent of their time in law enforcement as required by the 
Office of Personnel Management. The Inspection Service has 
agreed with our findings and has told us that they will no longer 
perform "Yellow Book" audits. 

This will have a major impact on the 01 G. We currently are re- 
viewing this with a task force, and we will be getting back with the 
Governors and you to let you know what impact this will have on 
us. 
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One of our greatest challenges is continuing to develop effective 
relationships with the Inspection Service. I'm looking forward to 
working with the new Chief I nspector. We both have the same goal 
of improving postal operations. We have agreed to renew 
teambuilding to increase communication, trust, and coordination. 

In summary, I'd like to thank you for allowing us to serve the 
Postal Service. We have been a truly independent voice and a 
venue for all stakeholders to confidentially report allegations. We 
have delivered objective information and analysis of postal pro- 
grams, and we have provided greater economy, efficiency, and in- 
tegrity to Postal Service programs. I look forward to continuing to 
serve you and the Postal community. This concludes my statement. 

I 'd be pleased to answer any questions. 

Mr. McHugh. Thank you very much both for your statement 
here today and, as I've mentioned earlier, your service over the 
past 3 years. 

[The prepared statement of Ms. Corcoran follows:] 
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Statement of 
Karla W. Corcoran 
Inspector General 
United States Postal Service 
before the 

Subcommittee on the Postal Service 
Committee on Government Reform 
U.S. House of Representatives 
October 21, 1999 


Chairman McHugh, Congressman Fattah, and Members of the 
Subcommittee, I am pleased to appear before you today to provide the 
Subcommittee with my perspective on current operations within the US Postal 
Service. Much of this perspective was gained during the audits, investigations, 
and other work performed by the Office of Inspector General since I testified 
before you in June 1998. In addition, I will provide a synopsis of the progress we 
have made in establishing our office, and some of the challenges that we face. 

Joining me today are: Thomas Coogan, Legal Counsel, and Richard 
Chambers, Assistant Inspector General for Audit. With your permission, I would 
like to submit my full statement for the record. 

Mr. Chairman, as you are aware, this is our third year as an independent 
Office of Inspector General within the Postal Service. In our first year, we 
established a separate mission from the Inspection Service, crafted a budget, 
developed a strategic plan, and drew up our initial organization plans. In our 
second year, we focused our efforts on hiring, identifying the universe of Postal 
operations and activities, and initiating audits and investigations. In this our third 
year, we have concentrated our efforts on reviews of key Postal Service 
programs, initiatives, and activities. 

Our progress in hiring employees and accomplishing projects is illustrated 
in the following chart. 
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Staffing and Reporting Trends 


Semi<annual Reporting Period 


I I Total Products " Employees 



Even though we still might be considered a fledgling organization by many 
standards, I am proud to report to you that we have achieved numerous 
accomplishments and made remarkable progress since my June 1998 testimony. 
In the last six months alone, we issued over 100 reports, including audits, 
investigations, management advisories, and Congressionals, with agreed-to 
monetary benefits of over $1.1 biilion. We currently have over 190 ongoing 
investigations. Our investigations have yielded five arrests, seven indictments, 
five convictions, and $2 million in civil case recoveries, as well as over $100,000 
in fines and restitution, in addition, we initiated proactive investigative projects 
targeting fraud and corruption in various areas. 

IMPACT OF OFFICE OF INSPECTOR GENERAL ON POSTAL SERVICE 
OPERATIONS 


One of the principal missions of this OIG is to improve the Postal Service’s 
operations by providing timely and reliable information to its management. We 


2 




have provided Postal management with recommendations to improve Postal 
Service operations in five critical areas: performance, technology, financial 
management, labor relations, and Inspection Service oversight and other 
significant issues. 

A. Performance 

Ultimately, no business or government agency can be truly successful 
unless it excels in all of its core business processes. For the Postal Service, 
these core business processes involve accepting, processing, transporting, and 
delivering the mail, and marketing Postal products. During the past 18 months, 
we have completed 49 reviews in these critical core business areas. These 
reviews: 


• Identified potential cost avoidance of nearly $1 billion in the Corporate 
Call Management program as a result of technology changes which 
will allow the Postal Service to handle the projected call volume without 
adding two additional planned sites. 

• Determined that Postal Service could save over $100 million through 
better contract administration and oversight of highway transportation 
emergency and extra trip expenditures. 

• Identified savings of nearly $50 million in rail detention costs by 
ensuring that facilities management does not use trailers to augment 
highway trailer fleets and store equipment, by considering the 
detention status of trailers before making dispatch decisions, and by 
seeking reimbursement for detention caused by mailers. 


Determined that a telecommunications contractor had subcontractors 
who billed for services not rendered, and provided incomplete and 
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defective work. Through our efforts, the Postal Service has recovered 
$2 million from the subcontractors thus far. 

• Established that processing mail through the contractor-operated 
Priority Mail Processing Center Network did not significantly improve 
on-time delivery performance but did cost the Postal Service $101 
million, or 23 percent, more than to process it in-house. 

• Concluded that volume data for bulk mail centers was not accurate. 

• Found that the International Business Unit did not have key processes 
in place to achieve projected revenue goals and that some initiatives 
fell short of revenue projections. 

• In one international mail case, the Postal Service did not collect nearly 
$20 million in revenue because the Postal Service charged a lower 
negotiated international rate for mail actually processed completely as 
domestic mail. 

These reviews highlight but a few of the issues facing the Postal Service. They 
raise questions about process integrity, data reliability, the accuracy of revenue 
projections, and achievement of service delivery and performance goals. We will 
continue to address these and other similar issues in reviews planned for this 
fiscal year and beyond. 

B. Technology 

The Postal Service depends on technology to deliver more than 650 
million pieces of mail every day, maintain its network of over 38,000 post offices 
and facilities, and pay its more than 800,000 career employees. For just the 
Information Systems portion of the technology area alone, the Postal Service 
budgeted almost $1 billion in Fiscal Year 1999, not including budgets for all 
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technology-dependent equipment, systems, and initiatives. The Postal Service 
recognizes that technoiogy is critical to its future and, therefore, its technology 
strategy is to provide convenient access to every customer, everywhere, every 
day, by fielding smarter retail systems, expanding into new eiectronic access 
channeis, and providing eiectronic linkages that integrate customer and postal 
processes. 

Mr. Chairman, because of this dependency on technology we have 
devoted considerable Office of Inspector Generai resources and energy on 
programs and systems that utilize technology to move the mail. We have 
dedicated extensive resources to oversee and contribute to the Postal Service’s 
Year 2000 (Y2K) effort, issuing nine reports in the past 18 months that address 
such issues as remediation, validation, reporting quality, budgeting, contracting, 
and the adequacy of continuity planning. Our Y2K team was awarded the 
Executive Council on Integrity and Efficiency Award of Excellence for this work in 
September 1999. 

These audits resulted in improvements in various aspects of the Y2K 
process, such as the independent verification process. Our recommendations 
helped improve the quality of systems sent into verification and helped reduce 
the workload by introducing system sampling to replace 100 percent re- 
certification. Likewise, our audit on Y2K reporting quality pointed out 
inconsistencies in information presented to senior management and presented 
an independent perspective on the progress of the Postal Service's Y2K 
readiness. I also testified before you in a joint House Subcommittee hearing on 
the Postal Service’s Y2K readiness in February of this year. 

In addition, we have four more Y2K projects ongoing. And to demonstrate 
that we practice what we preach, we have aggressively pursued Y2K readiness 
by obtaining vendor certifications for all Office of Inspector General office 
software and network-related hardware and peripherals. All of our personal 
computers will be compliant by the end of November. 

We also looked at systems underdevelopment, such as the Postal 
Service’s Point of Service (POS) ONE system, which replaces all outdated, 
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integrated retail terminals at post offices nationwide, and its Tray Management 
System, which automates the movement and staging of mail between sorting 
operations. Both systems had faulty system development practices and 
premature deployment. We believe the POS ONE system resulted in additional 
costs to the Postal Service and did not fully meet desired results and benefits. 
The review of the Tray Management System is yielding similar results. Both 
technologies are critical to the movement of the mail and revenue collection and 
represent a projected Postal Service investment of more than $1 billion 
combined. 

Not to leave any stone unturned, we are also looking at the Postal 
Service’s efforts to protect its investment in technology. We are examining 
several questions. First, what is the Postal Service’s computer security 
vulnerability posture? Second, does it have proper controls in place to ensure 
data integrity? Third, are its systems vulnerable to hackers and can they be 
penetrated? 

From the computer security controls perspective, we want to determine 
whether the Postal Service has established a comprehensive. Postal-wide 
computer security program. Sensitive, critical systems are vulnerable to 
penetration. We need to determine if procedures exist to identify and deter cyber 
attacks. We currently have two teams assessing these security areas and plan 
to brief management before the year-end. 

We are proud that we developed one of the few computer intrusion units 
within the federal government. This group, along with individuals from the 
National Aeronautics and Space Administration, received a joint Award of 
Excellence from both the Executive and President’s Councils on Integrity and 
Efficiency for providing intrusion training to 26 law enforcement agencies, 
including Office of Inspectors General and the Department of Justice. 

Last, but certainly not least, is the area of electronic commerce. During 
this year, the Postal Service announced its high-level internet strategy, appointed 
a Vice President for Electronic Commerce, established a senior management 
Electronic Commerce Steering Committee, established the Internet Business 
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Group, implemented electronic commerce systems, and developed critical 
electronic commerce partnerships. We are aggressively addressing this issue 
and have several initiatives planned for Fiscal Year 2000. I am very excited 
about being part of the electronic commerce initiative and we are keeping pace 
with Postal Service developments in this most challenging area. 

C. Financial Management 

The Postal Service is a $60 billion business that relies on strong financial 
management to control costs and maximize revenues. The Postal Service 
purchased $8 billion in goods and services in Fiscal Year 1998 through contracts. 
In addition, the Postal Service is one of America's largest owners, developers 
and managers of real estate. In Fiscal Year 1998, the Postal Service spent close 
to $1 .2 billion for contracts to repair, renovate, and construct facilities. 

Since our June 1998 testimony, we have issued a total of 31 reports 
covering financial operations, including contracting and facilities. These reviews: 

• Identified ways to reduce the risk of money laundering in the Dinero 
Seguro wire transfer program. Mr. Chairman, as you know, we 
previously informed you that the indictment of Bancomer did not 
jeopardize the integrity of the Dinero Seguro Program. Although it did 
not effect the integrity of the program, our review did uncover a 
previously unknown scheme whereby drug traffickers used the 
program to wire drug proceeds to Mexico. In subsequent partnering 
with another federal law enforcement agency, this investigation has 
yielded five arrests for violation of the Money Laundering Control Act, 
along with the seizure of 25 kilograms of marijuana and three 
kilograms of cocaine. 
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• Evaluated the Postal Service’s compliance with the Bank Secrecy Act 
and discovered numerous areas where the Postal Service was 
noncompllant. 

• Examined the financial profitability of international mail and determined 
that international mail services contribute positively to the financial 
position of the Postal Service and are not subsidized by domestic mail 
service. 

• Aided the external auditor in independently verifying the reliability and 
accuracy of the financial data for each of the past two years, including 
electronic data processing systems. 

In addition, we issued contracting and facilities reports which: 

• Disclosed that the Postal Service, as compared to other Federal 
agencies, rarely suspends or debars contractors. The Postal Service 
agreed with our report and is establishing a task force to review and 
improve its suspension and debarment policies and procedures. 

• Recommended suspension and/or debarment of three postal 
contractors, in unrelated cases, who engaged in illegal acts such as 
bribery and falsifying documents, and failing to adhere to generally 
accepted construction and quality control practices. 

• Reviewed the Atlanta Olympic Facility Improvement Plan, at your 
request, Mr. Chairman, and found the plan did not receive approval 
and oversight at an appropriate level ~ contributing to an increased 
cost of at least $9 million over original projections. 
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• Identified missed opportunities and questioned up to $72 million in 
costs because the Postal Service did not request sufficient pre- and 
post-award contract audits. 

• Suggested ways to help reverse the Postal Service’s recent decline in 
minority contracting by strengthening contracting officer accountability, 
directing that subcontractors specifically include minority businesses in 
their hiring plans, and clarifying qualifying regulations. This review was 
done at Congressman Fattah’s suggestion. 

Based on the results of these initial reviews, we will expand our coverage of 
these areas to add value, identify opportunities for cost savings, and promote 
improved financial management practices. 

D. Labor Management 

The Postal Service has characterized labor management as one of its 
most important challenges in achieving its goals in the 21®' century. With 
approximately 800,000 career and 100,000 part-time employees, improving 
workplace relations among labor, management, and the unions and associations 
that represent them, is a key objective within the Postal Service. Because of the 
importance of labor management on Postal operations, the Postal Service has 
developed numerous initiatives and programs focused on reducing conflict in the 
workplace and improving the effectiveness of procedures to resolve disputes. In 
addition, established channels are available to help resolve Postal employees’ 
complaints. These channels include contractual grievance arbitration procedures 
and the Equal Employment Opportunity process. 

However, labor management is one of the toughest areas for us to 
adequately address. Since our inception, we have received over 2,500 individual 
labor management complaints. Because of the emotional involvement, potential 
financial impact, and the length of time to resolve these issues for the employee, 
management, and Postal Service, it is important that our involvement in this area 
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be meaningful and positive. Therefore, the approach we have developed to deal 
with the sheer magnitude of complaints is to step back and focus primarily on 
systemic issues and conduct Postal-wide reviews. These reviews are designed 
to identify and short circuit potential problems that can detract from a healthy and 
productive work environment. 

Federal Inspectors General typically perform programmatic and 
operational audits. Most individual labor management complaints do not focus 
on programs and operations but on personal concerns. Therefore, we usually do 
not review individual complaints unless they involve potentially violent or other 
egregious situations. However, individual complaints provide us with extremely 
valuable information that we can use to identify Postal-wide issues and plan 
reviews that address these issues on a systemic basis. Members of Congress 
often ask us to address individual complaints, but to do this would require a 
substantial increase in our labor management staff and expanding our mission 
into individual reviews. 

Since June 1998, the Office of Inspector General has completed 30 
reports and approximately 60 congressional responses concerning labor 
management. Our Labor-Management team was recognized with an Executive 
Council on Integrity and Efficiency Award of Excellence this year for work in this 
area. 

As a result of a request from Congressman Fattah, we have issued four 
reports that focused on the Postal Service grievance arbitration process. In 
Fiscal Year 1997, the Postal Service estimated that it spent at least $216 million 
on grievances. These grievance arbitration reviews provided suggestions on 
how to improve the process, reduce the backlog of grievances, and improve the 
labor climate. 

In July 1998, Congressman Fattah sent us over 500 complaints, which he 
had received from a Postal union, representing the concerns of more than 1,200 
individuals. We designed a series of reviews to address the systemic issues 
underlying these complaints. 
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The first report in this series addressed the consistency with which Postal 
management within one district communicated and enforced Postai Service 
policies regarding violent and Inappropriate behavior in the workplace. We found 
that management had not effectively implemented many of the Postal Service's 
violence prevention policies and procedures. This is similar to the result we 
found when we looked at the December 1997 Milwaukee Incident, at your 
request, Mr. Chairman. Based on the work at Milwaukee and the other district, 
we are reviewing the violence prevention and response programs at 26 additional 
Postal Service district offices and will issue reports upon completion. 

Another area that has piqued our professional interest involves the 
Implementation of the Postal Employees Safety Enhancement Act requirements 
and its effect on the organizational climate and Postal Service operations in 
general. A review of these issues will provide Postal Service employees with an 
independent evaluation of working conditions and provide information that may 
reduce the Postai Service’s liability for penalties and third party litigation. 

To address Postal Service challenges, the Postal Service must give labor 
management issues more visibility. We will continue to work with management 
and to consult with labor officials to ensure our reviews are pertinent and that our 
recommendations are appropriately addressed. 

E. Inspection Service Oversight and Other Significant Issues 

Mr. Chairman, the final Postai Service areas I would like to discuss include 
Inspection Service oversight and other significant issues. As you well know, one 
of the primary reasons an independent Office of Inspector General was 
established in the Postal Service was to provide oversight of Postal Inspection 
Service activities. Because this is one of our specific statutory responsibilities, 
we seek to review and resolve all individual complaints that we receive against 
the Inspection Service. We also perform systemic reviews of Inspection Service 
operations and activities, and investigate complaints against Postal Inspection 
Service executives. 
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The Inspection Service has approximately 4,500 employees, including 
2,100 Postal Inspectors located in 185 offices \«ho enforce over 200 statutes 
relating to crime against the U.S. mail and Postal Service employees and 
customers. In the past 18 months, we have conducted 18 reviews and 
investigations involving Inspection Service personnel and operations. During 
these reviews, we: 

• Determined that approximately 250 Postal Inspectors performing 
audits did not spend at least 50 percent of their time performing the 
duties of a law enforcement officer. This review was done at your 
request, Mr. Chairman. As a result of this review, the Inspection 
Service decided that they would no longer perform “Yellow Book’’ 
audits. This decision will have a major impact on the Office of 
Inspector General. We have created a task force to evaluate the effect 
of this decision on our staffing needs, field structure, and the agreed 
upon designation of functions with the Inspection Service. We plan to 
discuss the results of the task force with the Governors as soon as the 
task force completes its evaluation. 

• Evaluated the Fiscal Year 1998 Postal Inspection Service Leadership 
Conference as a result of a hotline allegation. We found that certain 
conference expenditures and agenda items appeared unnecessary or 
extravagant, including non-work related workshops, publications, and 
$82,000 in mementos. 

• Established that a greater level of investigative effort by the Inspection 
Service was required to deter the use and sale of drugs on Postal 
premises. 

As a result of our Postal Inspection Service oversight reviews. Congress, Postal 
management, and employees, including all levels of Inspection Service 
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employees, have an independent, unbiased, and credible view of Inspection 
Service activities and operations. 

Turning from the Inspection Service to other significant work within the 
Postal Service, we: 

• Provided a statement for the record on proposed sweepstakes fraud 
legislation in response to an invitation by this Subcommittee. We 
strongly supported this consumer protection legislation, and suggested 
that the Postal Service subpoena authority focus on sweepstakes 
mailings and include due process safeguards. 

• Continued to monitor the Postal Service compliance efforts with the 
Government Performance and Results Act, and assessed the Postal 
Service's implementation of the General Accounting Office's 
observations on the Postal Service’s draft strategic plan and 
preliminary annual performance plan. 

• Noted opportunities to enhance the administration of the Postal 
Service Ethics Program. 

• Questioned the appropriateness of a recent management decision to 
purchase insurance that included provisions to cover legal expenses of 
Postal Service officials in the event they are indicted on federal 
criminal charges. 

Our work in these other significant areas provides an independent voice, not 
subject to Postal Service management, which renders objective information and 
analysis of Postal Service operations. 
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OUR PROGRESS 


I would now like to discuss our internal progress. As mentioned earlier in 
my testimony, in June 1 998 we were in the midst of establishing office space and 
hiring employees. The Inspector General community recognized our enormous 
accomplishment of establishing a new Office of Inspector General through its 
Award of Excellence. Since then we have grown from 178 to over 400 
employees and from four to six offices in Ariington. VA; Dallas, TX; Minneapolis, 
MN; St. Louis, MO; San Mateo, CA; and Atlanta, GA. In August 1999, the 
Governors approved a budget for the Office of Inspector General that would 
support a total of 648 staff and allow us to establish additional offices in Chicago, 
IL; New York, NY; Los Angeles, CA; Denver, CO; and Raleigh, NC. 

Of the 403 individuals on board as of September 30, 1999, 43 percent are 
women and 42 percent are minorities. Minorities include Blacks (28 percent), 
Hispanics (7 percent), Asians (6 percent), and Native Americans (1 percent). 
Based on the U.S. Bureau of the Census estimated data, as of November 1998, 
Office of Inspector General has met or exceeded the U.S. percentage of total 
population for each of these groups except for Hispanics, which is 1 1 percent. 

Our senior staff is 35 percent female and 26 percent minority. 

The Office of Inspector General is proud of its diversity and is committed 
to developing and utilizing the diverse talents of all its employees. Many of our 
employees have advanced degrees and are certified public accountants, certified 
internal auditors, certified information systems auditors, certified fraud examiners, 
and certified acquisition auditors. In addition, a number of our investigators hold 
law enforcement specialty certifications in areas such as polygraphic 
examinations and seized computer evidence recovery. Our criminal investigators 
attend rigorous training at the Federal Law Enforcement T raining Center or 
equivalent law enforcement academy. Employee education and professional 
certification enhances the Office of Inspector General’s ability to add value to the 
Postal Service. 
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Our cultural and professional diversity reflects the hiring of the most 
qualified staff from the widest sources available. We have obtained staff from 
private industry, other federal and state agencies, and the Postal Service, 
including the Postal Inspection Service. Each employee undergoes a full 
background investigation to ensure his or her suitability for employment with the 
Office of Inspector General. Because of our desire to hire competent, talented 
individuals, we have been highly selective in filling our vacancies. 

To develop a diverse pool of highly qualified candidates, we have 
attended numerous conferences, colleges, and career fairs. With the 
unemployment rate at historic lows, hiring competent, talented individuals 
continues to be one of our greatest challenges. For example, in order to meet 
our Governor-approved hiring level of 648 for Fiscal Year 2000, we need to hire 
over 200 individuals. In addition, as mentioned earlier, we may need to increase 
our staffing levels and, hence, our level of hiring, because of the Inspection 
Service’s decision not to perform “Yellow Book” audits in the future. 

We continued to build our infrastructure. Over the last 18 months, we 
established: 

• Our human relations processes and systems, including: a 360 degree 
feedback evaluation system; an interim pay-for-performance system; 
an extensive screening process for potential new employees; a 
thorough pre-employment background investigation process; ten 1- 
week orientation classes for new employees; a bi-weekly employee 
newsletter; and a 3-week Postal-specific investigative training program. 

• Our administrative resources services, including: management 
controls over our internal processes; development of our own 
contracting function; establishment of Office of Inspector General 
offices by identifying, leasing, and developing space to accommodate 
Office of Inspector General staff in various locations throughout the 
country; performance of numerous quality assurance and internal 
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reviews; and implementation of an automated tracking system for time 
and projects. 

• Critical audit, investigative and administrative processes, including: 
developing internal policies and Postal-wide policies for describing 
Office of Inspector General authorities and responsibilities; continuing 
to notify Postal employees at all levels of their right to report 
wrongdoing to the Office of Inspector General without fear of 
retaliation; assuming responsibility from the Inspection Service for 
review of Postal Service legislation, policies, and procedures; 
engineering an electronic subpoena system to improve processing of 
Inspector General administrative subpoenas (for which we received an 
Executive Council on Integrity and Efficiency Award of Excellence); 
deploying a report processing review staff to expedite and standardize 
issuance of reports; working with Postal Service to ensure a valid 
tracking system for recommendations from the external auditor, 
General Accounting Office, Inspection Service, and the Office of 
Inspector General; processing over 100 Freedom of Information Act 
requests and over 100 Congressional responses; and providing 
quarterly firearms qualifications and defensive tactics training to 
criminal investigators. 

• Strategic processes, including; revising the Strategic Plan, developing 
a universe of over 1,000 projects, preparing the Fiscal Year 2000 
Annual Performance Plan, achieving over 80 percent of the 
performance measurements for Fiscal Year 1999 resulting in a Team 
Award for Office of Inspector General employees, and establishing 
computer intrusion and electronic commerce units. 

Within the Inspector General community, the Postal Service Office of 
Inspector General is now a member of two important policymaking bodies of the 
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President’s Council on Integrity and Efficiency. I am a member of the 
Investigations Committee and my Assistant Inspector General for Audit is a 
member of the Federal Audit Executive Council. In these positions, the Postal 
Service has a greater voice within the Inspector General community. In 
September 1999, the Postal Service Office of Inspector General was honored to 
receive more awards than any other Office of Inspector General, including four 
Awards of Excellence and four Honorable Mention Awards. This 
accomplishment is especially noteworthy since the Postal Service Office of 
Inspector General is one of the newest members of the Inspector General 
community. 

Within the Postal community, the Office of Inspector General continued to 
gain respect and acceptance in numerous areas. For example, in March 1999, 
the Governors approved the Office of Inspector General's role as Co-ContractIng 
Officer’s Representative on the external certification of the Postal Service’s 
financial statements. This role provides the Office of Inspector General with 
greater involvement in the external audit process. 

In August of this year, I was a delegate to the Universal Postal Union in 
China and saw first hand the role of the Postal Service in the international arena. 
By attending the Postal management committee meetings with senior Postal 
officials, I keep informed of emerging issues, developing trends, and new 
initiatives. 

Members of my staff and I continued to give numerous presentations to 
various groups including professional organizations, internal Postal groups, and 
major Postal stakeholders, informing them about the Office of Inspector General. 
We have also given over 30 fraud awareness briefings to Postal employees. 

With our upcoming Semiannual Report to Congress, we will issue a hotline 
poster, which will be disseminated to all Postal facilities. 
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CHALLENGES FACING THE OFFICE OF INSPECTOR GENERAL 


As a new Office of Inspector General, we still have numerous challenges, 
which fall into three broad categories: our internal infrastructure, our internal 
Postal Service role, and our external role to Postal stakeholders. As I look to the 
future, the key challenges in these categories are: 

• Internal Infrastructure: hiring additional talented and diverse staff; 
building our processes, policies, and procedures; promoting our values 
and culture; and continuing to forge ahead with our mission while being 
sensitive to the variety of extensive demands that are being placed on 
our employees in our evolving environment. 

• Internal to the Postal Service: continuing to add value through our 
work by providing meaningful results on a timely basis; educating the 
Postal Service on our roles and responsibilities; resolving differences, 
including those of authority, roles, and responsibilities with the 
Inspection Service; maximizing the impact of Office of Inspector 
General work by instituting effective resolution processes; educating 
Postal management on the independence of the Office of Inspector 
General and its duty to report any significant issues to the Postal 
Service Governors and the Congress; informing Postal Service officials 
of our authority to make independent decisions on areas to review; 
performing work and continuing to gain expertise in Postal Service 
programs, operations, and emerging issues. 

• External to the Postal Service: making the results of our work publicly 
available without affecting the Postal Service’s competitive position; 
educating Postal stakeholders on our role; continuing to establish the 
Postal Service Office of inspector General as a significant player in the 
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Inspector General and federal law enforcement communities; and 
effectively dealing with hotline and Congressional inquiries. 

I would like to expand on one of these issues -- our ability to develop 
effective working relationships with the Inspection Service. As the Office of 
Inspector General has grown and initiated work into various Postal areas and 
operations, Postal employees have not always been familiar with Office of 
Inspector General authorities. Recently, Postal Inspection Service personnel 
challenged the Office of Inspector General's presence at a Postal facility while 
we were participating in a federal task force surveillance. As a result of this 
incident, executives of both agencies have renewed team-building efforts to 
increase communications, trust, and coordination. Situations like these illustrate 
the need for mutual respect and professional courtesy between the Inspection 
Service and the Office of Inspector General. 

BENEFITS OF AN INDEPENDENT OFFICE OF INSPECTOR GENERAL 


An independent Office of Inspector General benefits the Postal Service by 
providing not only Postal management but also the Governors and Congress with 
timely, objective, and complete information and analyses of Postal Service 
operations. For example, in our I'A years of existence, we have issued 14 
reports in the areas of new product development, new business processes, new 
and redesigned automated equipment, and automated systems development. 
These reports were provided to the Governors, briefed as appropriate to the audit 
committee and the Governors, and included in our Semiannual Reports to 
Congress. In contrast, records indicate that for the five-year period before this 
office was established, 15 developmental projects had been opened. While we 
understand issues were discussed with management, none of the developmental 
projects were reported in the Semiannual Reports to Congress until September 
1998, after our office was established. 


19 




31 


Other significant benefits to the Postal Service of an independent Office of 
Inspector General include the: 

• Expansion of audit and investigative coverage of ali Postal operations 
and activities, including rate making, contract administration, 
inspection Service oversight, labor management, computer intrusion, 
electronic commerce, and marketing. This coverage will achieve cost 
savings, enhance contract and program administration, and increase 
empioyee and program integrity. 

• Technoiogicai evaiuations in areas such as Y2K, eiectronic commerce, 
and computer intrusion with experienced, specialiy trained staff. 

• Independent review of complaints against the Inspection Service, 
which receive specific audit and investigative oversight. 

• Audit resolution and follow-up processes, which will provide meaningful 
mechanisms for resolving findings and recommendations where Office 
of inspector Generai and Postal management are in disagreement, 
and for assuring that management implements corrective action. 

In summary, we believe that the establishment of an independent Postai 
Inspector General by Congress in late 1996 has resulted in; 

• Greater Postai Service economy, efficiency, and integrity. 

• A truly independent voice. 

• A venue for all employees and other stakeholders to confidentially 
report allegations of fraud, waste, abuse, and mismanagement. 
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• Delivery of objective information and analysis of Postal Service 
operations to all Postal stakeholders, including Congress and the 
Governors. 

CONCLUSION 


The Postal Service is reevaluating the role it will play in an advanced 
technology and highly competitive environment. We will continue to assist the 
Postal Service, the Governors, and Congress by providing accurate and 
objective information upon which to base important decisions in the critical areas 
of performance, technology, financial management, labor management and 
Inspection Service oversight. As you can see, in the past 18 months we have 
achieved much and look forward to continuing to work with this Subcommittee 
and the Postal Service to improve Postal operations. 

Mr. Chairman, this concludes my statement. I would be pleased to 
answer any questions you or the Subcommittee may have. 


# # # 
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Mr. McHugh. I believe rather than breaking up the panel, if it's 
agreeable to the Members, we'd like to go to Mr. Ungar for his tes- 
timony, and then we can return to questions for both the witnesses. 

So, Mr. Ungar, welcome to you again also. Thank you for being 
here, and we're looking forward to your comments. 

STATEMENT OF BERNARD L. UNGAR, DIRECTOR, GOVERN- 
MENT BUSINESS OPERATIONS ISSUES, U.S. GENERAL AC- 
COUNTING OFFICE, ACCOMPANIED BY TERESA ANDERSON, 
ASSISTANT DIRECTOR; AND GERALD BARNES, ASSISTANT 
DIRECTOR, U.S. GENERAL ACCOUNTING OFFICE 

Mr. Ungar. Thank you, Mr. Chairman, members of the sub- 
committee. We're pleas^ to be here today to assist the subcommit- 
tee in carrying out its oversight function over the Postal Service. 

In our written statement, we really discuss three broad areas: 
the Service's historical performance, major challenges it faces in 
the next few years, and the results of our work since the last over- 
sight hearing that the subcommittee had. In my summary, I would 
like to focus on the major challenges that we see and the change 
that we see over the horizon that the Postal Service is facing. 

First, I would like to note that our work as well as work of the 
Inspector General and information from the Postal Service would 
indicate that the Postal Service's performance currently and in the 
recent years has been notable. It's earned profits consecutively over 
the last 6 years, which is kind of a first since it was established 
as the modern Postal Service. It reports improvements in on-time 
delivery in both overnight mail, first-class overnight mail, and 2- 
and 3-day mail. It's made some progress in the labor-management 
area and some progress in work force diversity, particularly after 
the report that Mr. Davis mentioned. It's in better shape today now 
than it was a few months ago for the Y2K situation, and it's im- 
proved controls that we previously found to be deficient in the 
areas of changing addresses when people move and the acceptance 
of business mail. It also, last but not least, has made notable 
progress, in our view, in implementing the Results Act over the 
last year. 

However, as we indicated in our written statement, we see that 
the Postal Service may be nearing the end of an era. While the per- 
formance has been notable, we see formidable challenges in the fu- 
ture, first of which and foremost in our mind is sustaining its fi- 
nancial viability in the face of competition, increased use of elec- 
tronic communications, and increase customer demands for more 
service, better, and cheaper. 

Historically, increasing postal rates and increasing mail volume 
have provided the Service with additional revenues which have en- 
abled it to take care of and finance wage increases, modernization, 
and improvements in the quality of service. However, as figure 1 
in our statement shows, and as indicated by the board over to my 
right, first-class mail volume, as you indicated, Mr. Chairman, may 
be in for a downturn. The growth rate of mail volume has in- 
creased, as we have in the chart laid out by decade. During the 
1970's, it was increasing. It continues to increase in the 1980's. 
However, in the 1990's, the rate of increases started to come down, 
and the latest projection from the Postal Service is that during the 
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next decade it's going to basically come down below where it was. 
In other words, not only will the rate decline, but the actual first- 
class mail is projected to volume decrease starting around 2003 and 
then continuing to go down from there as a result of electronic com- 
munication and technology. 

In addition, the Postal Service faces increased competition, as 
you know, from a variety of sources, and this certainly could also 
affect the volume of first-class mail and the revenue that's associ- 
ated with first-class mail. 

Now, why is this important? One of the main reasons it's impor- 
tant is because first-class mail generates a large proportion of the 
Postal Service revenue overall, and it covers about— at least it has 
covered about— two-thirds of the Postal Service's overhead cost. So, 
if the volume of first-class mail goes down, the revenue goes down; 
it's going to have to make up that amount of money from some- 
place or cut costs substantially or both in order to cover the over- 
head, or the revenues from other classes of mail will have to in- 
crease. 

J ust to give you an idea as to the type of challenge that we see 
the Postal Service facing, let's take the year 2000, for example, and 
the goal the Postal Service has which is currently to earn $2 mil- 
lion-excuse me, $100 million in 2000. To achieve this goal, the 
Postal Service says it must realize a 1 percent reduction in work 
hours of its employees and increase productivity by 3.1 percent. 
Now, how is this going to happen? It faces, at the same time it 
wants to achieve this goal, a situation in which mail volume in 
2000 is expected to grow nearly 4 percent, and the number of deliv- 
ery points that its carriers make is expected to grow as well as it 
has over the last few years. 

To top that off, if you look at the chart to my right again, looking 
at productivity historically since the modern Postal Service was es- 
tablished, it's only gone up 9 percent overall since 1972. And in 4 
of the last 5 years, it has not gone up. It's gone down. And it's only 
gone up 3 percent on four occasions, 4 years over the entire period 
that's on the chart. So that puts in perspective its goal of 3 percent 
next year. That's not to say it's not achievable. I think, as we indi- 
cated, it's going to be a fairly significant and formidable challenge 
for the Postal Service to do this. 

The second challenge that we see deals with maintaining its 
service delivery. Our discussions with some of its large customers 
indicate they are very concerned about the Postal Service's ability 
to do this in the future. And this largely will depend upon new in- 
dicators— the Service now doesn't measure all classes of mail. It's 
in the process of developing indicators for a number of those, and 
I think it's going to be very important for the Service to continue 
that to make sure it does have indicators for all its major classes 
of mail so its customers and stakeholders, including Congress, can 
see just how well it's doing, and hopefully it will be improving. 

But both addressing its financial performance challenges and its 
service delivery performance challenges hinges heavily, in our view, 
and I think in terms of also the Inspector General, on its ability 
to forge a partnership or a better partnership with its employees. 
And as we've indicated in the past, as well as others, labor-man- 
agement relations has been a very difficult problem in the Postal 
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Service. We have seen some progress since our last report. The 
Postal Service and its unions and management associations have 
been meeting. However, we haven't seen a whole lot of substantial 
progress. We're glad to note that there was a negotiated agreement 
with some of its unions. However, as you know, with the city car- 
riers, that wasn't the case. And the implications of that for the fu- 
ture may not be positive in terms of how the Service is going to 
be able to deal with that. 

Second, there is some indication from Postal Service data that 
the number of grievances has not gone down. As a matter of fact, 
it appears to have gone up, which is not a good sign in terms of 
improving the partnership with its employees, and it's going to be 
difficult, we think, for the Postal Service to accomplish its goals 
and meet the challenges if it can't forge a much better relationship 
with its employees. 

Finally, the last challenge I'd like to summarize has to do with 
the integrity of the data that the Postal Service uses for both meas- 
uring performance and for ratemaking. It's critical, we think, that 
the Service has reliable data to report to its stakeholders and to 
its customers on its on-time delivery in all classes of mail as well 
as other indicators. It's also very important for the Service to pro- 
vide reliable data for ratemaking purposes. 

Mr. Chairman, this is an issue that you raised several years ago, 
as you know. The contract— excuse me, the Postal Service at your 
behest and urging— hired a contractor to assess the data. The re- 
port is issued. The contractor made 40— over 40 recommenda- 
tions— as to improvements that could and should be made in the 
ratemaking data process. Unfortunately, when we've talked to the 
Postal Service, we can't get a clear signal from the Postal Service 
as to what specific actions it plans to take with respect to those 
recommendations and a timeframe. So in our testimony, we are 
making a formal recommendation to the Postmaster General to de- 
velop a plan and come up with some specific actions that it would 
propose to take. Obviously, it may not be able to address all those 
in the short term; so I would presume there would be some that 
the Postal Service could address in the short term and perhaps 
some that would take more time and effort. 

That, Mr. Chairman, concludes my summary. We'd be happy to 
answer any questions that you may have. 

Mr. McHugh. Thank you, Mr. Ungar. 

[The prepared statement of Mr. Ungar follows:] 
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Summary 

U.S. Postal Service: Challenges to Sustaining 
Performance Improvements Remain 
Formidable on the Brink of the 21st Century 


The Postal Service may be nearing the end of an era. During the past 5 
years, the Service tas made notable improvements in its fin^cial position 
and delivery performance. The Service has recorded positive net mcome 
and has raaintaiiwd or improved the overall delivery of certain specific 
classes of mail. However, the Service expects declines in its core business 
in the coming yews. The growth of the Internet, electronic 
communications, and electronic commerce has the potential to 
substantially affect the Service’s mail volume. As a result, the Service may 
experience ^wing difficulty in mamtainir^ its position in a dynamic 
communications and delivery environment. These developments make it 
imperative for the Service to resolve long-standing performance 
challenges, which involve four m^or areas. 

• Maximize performance : The Service’s ability to maximize performance in 
the f£u:e of increasing customer demands and choices calls for establishing 
processes to accurately a^ess performance results and coilectmg and 
maintaining reliable data to support such assessments. 

• Manage employees : 'Ihe Service’s management of employees, its greatest 
asset, will in large part involve continued attention to labor-management 
relations problems that have plagued the Service and its unions and 
management associations for several years. 

• Maintain financial viabilitv : The extent to which the Service can maintam 
financial viability by controlling costs and enhancing revenues will involve 
j^propriately managing its capital investments in technology and 
infrastructure as well as workmg to improve productivity. 

• Adapt to competition : The means by v^ch the Service can adapt to a 
rapidly changing communications environment of growing competition 
will involve positioning the organization to meet changing customer needs, 
improve performance, and operate more efficiently. 

GAO is also highlighting the need for the Postal Service to take action to 
address longstanding i^ues related to the quali^ of data used in 
ratemaking and recommending that the Postmaster General report to 
congressional oversight subcommittees on the actions taken and planned 
in this area. 

In recent years, the Service has progressed in addressing various 
challenge and is continuing to initiate significant changes that respond to 
the challenges. However, as the Service stands on the brink of the 21* 
century, time appears to be growing short for the Service to succ^fully 
address its challenges so that it can sustain and improve current 
performance levels and remain competitive in a rapidly chan^g 
communicWions environment. 
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Statement 

U.S. Postal Service: Challenges to Sustaining 
Performance Improvements Remain 
Formidable on the Brink of the 21st Century 


Mr. Chairman and Members of the Subcommittee: 

We are pleased to be here today to participate in the Subcommittee’s 
ovei-siglit hearing on the U.S. Po.stal Service. In my testimony, I shall 
provide an overview of where the Service stands today, as we come to the 
end of the 20* century, hf looking back at trends in its financial and 
service delivery performance and also looking forward to the m^or 
challenges confronting the &rvice at the start of a new millennium. Also, I 
will dism^ rmgoing work ^id work that we have completed since June 
1998 related to four major challenges facing the Postal Service: 

• maximizing performance in the face of increasing customer demands 
and choice; 

• managing employees, the Service's most valuable asset, to maximize 
attainment cf agency goals and continuous improvement of ^ployee 
performance; 

• maintaining financial viability by controlling c<^ts and enhancing 
revenues; and 

• positioning the organization to adapt to a r^idly chan^ng 
communications and delivery environment with a growing number of 
competitors. 

I will also discuss other m^or postal oversight issues related to work that 
we have completed during the past year. A list of the reports and 
testimonies we have issued since June 1, 1998, is included in the 
attachment to fcis statement. 


The Service has continued to report improvements in tlie areas of financial 
Overview Ol r inancial service delivery performance and has undertaken a number of 

Slid. Service Delivery initiatives to respond to the four major challenges that we identified 
Performance Given the nature and extent of the challenges facing the Service, we 

undestand that it will take time to implement and assess the impact of 
major initiatives intended to address the challenges. And, although the 
Service has made progre^ and is continuing to make significant clianges, 
time appears to be growing short for the Service to successfully address 
these challenges so that it can sustain and improve current performance 
levels and remain competitive into the 21" century. 
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Statement 

O.S. Postal Services CbaSotg^ to Sustaining Perfemasce Improvements Rem^ 
Fornadabte on tbe Brink <^tke tlsi Century 


The Impact of Increasing 
Competition 


The Service faces growing challenges from competition, notably from 
private delivery companies and electronic communications alternatives 
such as the Internet The Service projecte that such competition wifl lead 
to substanhai declines in the Service’s Fiist-Class Mail volume in the next 
decade. Should this occur, the Service will likely face unprecedented 
challenges as it seeks to fulfill its primary mission of providing imiveisal 
postal service at rrasonable rates while remaining self-supporting from 
postal revenues. 

The Service and other stateholders agree that growth in the Service’s core 
business of delivering First-Class Mail has already been affected by the 
rapid growth of the Internet, electronic communications, and electronic 
commerce. Although ttie Service’s mail volume increased in the 1990s to 
record levels, the rate of growth has slowed. As figure 1 indicates, the 
Service projects that First-Class Mail volume vriU decline at an average 
annual rate of 0.8 percent in fiscal years 1999 to 2008. Specific^y, First- 
Class Mail is projected to grow at an average annual rate of 1.8 percent in 
fiscal years 1999 to 2002— the projected peak— and then to decline at an 
average annual rate of 2.5 percent in fiscal years 2003 to 2008. Such a 
decline would be unprecedented in the Service’s history and would likely 
create financial and performance challenges. As the Postmaster General 
has noted, the Service’s environment is chan^ng rapidly, and fiierefore the 
Service cannot predict precisely when or to what extent competitive 
pressures may affect the Service’s revenues. 
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St&temeiit 

UjS. Postal Service: ChaBa^es to Sustaining Performance Improvements Bemain 
Formidable on the Brink of the 21st Century 


Figure 1: U.S. Postal Service Projects 
Future Decline In First>Class Mail 
Volume 


Average annual percentage change 



Fiscal years 


□ 


Rrst-Class Mail volume 
Standard A Mail volume 


I 1 

USPS projections 


Note 1: The U.S. Postal Service forecasts Rrst-Oass Mail to Increase by an average annual rate of 
t.a percent in liscal years 1999 through 2002 and to decline by an average annual rate of 2,5 percent 
In fiscal years 2003 through 2008. The Service also forecasts Standard A mail to increase by an 
average annual rate of s.3 percent in fiscal years 1 999 through 2002 and to increase by an average 
annual rate of 3.3 percent in fiscal years 2003 through 2008. 

Note 2: Actual data for fiscal year 1999 are not yet available. Standard A mall Is primarily advertising 
mai and includes letters, llats, and parcels ^et are not sent by FirsbCI^ Mail or Priori^ Mail. 
Source: U.S. Postal Service. 


Historically, increases in mail volume — including the volume of First-Class 
Mail — have helped the Service cover its costs. In the 1990s, increasing 
postage rates and mail volume helped proride the Service with additional 
revenue to finance wage increases, modernization efforts, and 
improvements in rite quality of delivery service. The Service projects thsrt; 
total mail volume will contiiiue to increase from fiscal years 2(X)0 through 
2008 fay an average annual rate of 1.7 percent, with the growth rate 
tapering off during the decade and total mail volume peaking in fiscal year 
2006. 
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Statement 

II.S. Postal Service C3i«1bmys to Sastainiiig Performance Improvements Remain 
Formidable on the Brink of the 21st Centnry 


Even if total mail volume increases, a decline in First-Class Mail volume 
would preset the Service with the challenge of making corresponding 
reductions in the costs of handling First-Class Mail— that is, in costs that 
historical have varied directly or indirectly with changes in First-Class 
Mail volume — in order to hold down Piist^Class rates. Further, in fiscal 
year 1998, revenues from Blrst-Class Mail covered about two-thirds of the 
Service’s institutional costs} A substantial reduction in First-Class Mail 
volume would reduce its contribution to institutional costs, which could 
lead to somewhat higher postage rates in the future. 

Ihe Service recently provided us with a detailed e3q>ianation of its volume 
forecast scenario and why it projects a substantial decline in Fiist-Cia^ 
Mail in the next decade. Tne Service’s Chief Financial Officer wrote us on 
September 9, 1999, that Flrst-Ckiss Mail volume is prcyected to decline on 
the baas of the assumption that diversion of mail to electronic 
communications alternatives would accelerate in a new and vastly 
different environment in which the Service would operate. In this 
environment, clianges in technology and business would create a climate 
in which current hypotiieses about mailing behavior may no longer hold. 
Not^ly, the combination of consumer movement to alternative bill 
payment methods and the consolidation in the financial sector would 
reduce the number of bills, statements, and payments in the mail stream. 
Moreover, the movement of advertisers to the Internet would cause a 
slowdown in the growth of Standard A mail, while growth in Priority Mail 
and Parcel Post would continue to be robust as consumers embrace , 
electronic commerce and more packages are shipped by Internet retailers. 
Specifically, the Service’s forecast was based on the following 
assumptions: 

• Potential Year 2000-related complications are largely avoided, 
increasing business and con;aamer confidence in electronic alternatives 
to traditional mrul-based bill and statement streams. 

• Businesses increase research and development and technology spending 
as a result of the easy Year 2000 transition, resulting in rapid 
implementation of on-line banking and financial applications and the 
spread of Internet-based small business Electronic Data Interchange. 


'InsStutional eo^ do not vaiy by cfwnges in rriaii volume, such as costs to maintain a national network 
ofoverSaOOOpostofQcosandpostaJfacilitiesanc to deliver to 130 million addresses 6 da^'s a week. 
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Statement 

U.S. Postal Service: Challenges to Sustaining Performance Improvements Remain 
Formidable on tiie Krinh of the 2l8t Century 


• First-Class letter advertising reaches a saturation point because of 
consolidation in the banking sector, as well as the diversion of bills and 
paymaits away from the mail stream. 

• Advertisers move away from traditional media to Internet-based 
platforms because of increased consumer use of the Internet. 

Another key development has been the globalization of the Service’s 
competitors in the delivery sector, which has contributed to recent 
declines in the Service’s international mail volume. Further, the Service’s 
competitors have ch^ged that the Service is using its govenunental status 
to compete unfairly. These developments have fueled the debate over 
whether the Service should be allowed to introduce new nonpostai 
products in competition with the private sector, or whether the Service 
should be limited to offering traditional postal services and wind down its 
operations as its core business declines. Regardless of how this public 
policy debate is resolved, the Service has recognized that it must continue 
to meet customer needs, improve its performance, and operate more 
efficiently in order to be successful in an increasingly competitive 
environment. 


Financial and Delivery 
Performance Continues to 
Show Positive Results 


The Service projects positive results for both financial and service 
performance for fisc^ yearn 1999 and 2000. As shown in figure 2, the 
Service projects a net income of $200 million in fiscal year 1999, and its 
Integrated Financial Plan for fiscal year 2000 projects a net income of $ 100 
million. 
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Statement 

U.S. Post^ Service; C^afiengeeto Simtadning Performance Istprovementa Remtdn 
Formidable on tke Brink nf Ae 21st Centnx^ 


Figure 2: Trends in Postal Service Net Income Since Poslat Reorganization Was Implemented 
Net Income (in millions) 



- 2,000 



USPS 

Fiscal years projections 


Source; U.S. Postal Service. 

If the Service achieves these net income projections, it will be the first 
time that the Service has achieved positive net income for 6 consecutive 
years since postal reorganization was implemented in 1971. However, the 
Service’s Integrated Financial Plan for fiscal year 2000 has reported that in 
order to accompUsh net income of $100 million in fiscal year 2000, the 
Service would need to realize a 1-percent reduction in workhours. This 
plan projected that growth in total mail volume will be 3.8 percent in fiscal 
year 2000, which would add to the Service’s workload. Also, according to 
Postal Service data, fire size of the Service’s city and niral delivery network 
has increased more than 1 percent in each of the past 4 years. If the 
Service’s delivery network continues to grow, this would further add to the 
workload of mail delivery. In addition, the Service has ^tablished goals to 
maintain or improve mail delivery service in fiscal year 2000. 

The Postmaster General has stated that the Postal Service is cutting costs 
to preserve affcwdable rates but that service will not be sacrificed. As 
shown in figure 3, during the 1990s, the Service improved on-time delivery 
of F^rst Class Mail that is to be delivered overnight, as well as First-Class 
Mail that is to be delivered 2 or 3 days after it is mailed. The Service also 


Page 7 


GAO/T-GGD-OO-a 



44 


Statement 

U.S. Postal Service: ChaBeag^ to Sttstaining Performance Improvements Remain 
Formidabie on the foink of the 21st Century 


appears to be on track for thieving record delivery service performance 
for this year. The Service’s Performance Plan for fiscal year 2000 sets goals 
to continue tiie improved performance in these areas, as well as setting an 
additional perfOTmance target for on-time delivery of advertising mail. 


Figure 3: On-Time Delivery 
Performance for First-Class Mail 
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Source: U.S, Postal Service. 


We have identified four major challenges facing the Postal Service as the 
0n3liGn^6S r ^Cin§ tn6 2 I’* century quickly approaches: (1) maximizing performance in the face 
SGrviC6 of increasing customer demands and choices, (2) managing employees — 

the Service’s most valuable asset— -to maximize attainment of agency goals 
cind continuous iir^rovement of employee performance, (3) maintaining 
financial viability by controlling costs and enhancing revenues, and (4) 
adapting to a rapidly changing communications and delivery environment 
with a growing number of competitors. 


Maximizing Performance 


One of the major and continuing cliallenges that the Service faces involves 
its effort to maximize performance in the face of increasing customer 
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Statement 

U.S, Postal Service; C^aUeages to Sustaining Performance In^rovements Semaui 
Forsu^abie tm tks foiak oCdie 21st Century 


Ratemaking Data Quality 


demands and choices. As part of this effort, the Service has established a 
results-oriented planning process. As required by the Government 
Peiformara^e ai«i Boults Act of 1993 (the R^ults Act), die Service has 
published annual performance plans. These plans vi^ere aligned with its 
planning pixicess and identified the Ser\lce’s m^or goals and objectives, 
strate^^ for accomplishing the goafe and objectives, mid some 
performance in^cators to measure progress toward these goals. 

The Service’s performance plan should help guide its actions over the next 
year and provide information useful to the Service’s ongoing dialogue with 
Coi^gress and other stakeholders. The Preliininary Annual Performance 
Plan for Ffecal Year 2000 specified goals and targets for the Service’s 
intended performance in such areas as providing timely deliveiy, 
improving workplace relations, and achieving its target for net income. In 
response to a report we issued in April 1999, the Service agreed to identify 
its top goals for fiscal year 2000 in its final performance plan.'' Also, the 
final plan provided updated information on the Service’s projected 
revenues and costs for fiscal year 2000 as well as an updated summary of 
the Service’s efforts to reduce its costs. 

Early next year, the Service is to publish its first annual program 
performance report under the Results Act as part of its Fiscal Year 2000 
Comprehensive Statement on Postal Operations. This report should help 
the Service, Congress, and other stakeholders assess the Service’s 
performance in the past fiscal year compared to the goals included in its 
performance plan. In this regard, it will be important to many postal 
stakeholders for the Service to continue to m^e tangible progress toward 
implementing a more complete set of performance measures and targets. 
For example, in fiscal year 20CH5, the Service intends to develop new 
measures of timely delivery of international mail, publications, and bill 
payments sent through the mail. As we observed in our January 1999 
report on the Service’s m^or performance and management challenges, 
the prospect of declines in the Service’s core business has haghtened the 
need for the Service to resolve long-standing performance issues and 
implement reliable indicators of postal performance.® 

To date, limited assessments have been made nf the reliability of the 
Service’s performance data. Data integrity is vital to the Service’s 


The Resulta Act Obsetvations on the Posta] Service’s Preliminar y Performance Plan for Fiscal Year 
2000 (GAO/GGI>90-72R, Apr. 30. l^). 
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Postal Service: Challenge to Sustaiiung Performance Improvements Bemain 
Formidable on Oie &iBk of tte 21st Centoiy 


performance report as well as other mission-critical areas, such as setting 
postal rates. One study, which was initiated at the request of this 
Siibcommit^j esS:^Ushed a good beginning by assessing the quality of 
data used in postal ratemaking and identifying opportunities to improve 
the quality of these data. 

The study involved a joint 1997 agreement among the Service, the Postal 
Rate Commission, and us to have an outside contractor conduct a 
compreh«isive assessment of the quality of data used by the Service in 
setting postal rates. Itie study, conducted by A.T. Kearney, hie., resulted 
in a report released earlier this year that included 47 recommendations 
designed to improve and ^ihance the completeness and the accuracy of 
data the Swvice provides for ratemaking.^ The contractor found that 
providing sufficient^ complete and accurate data is an evolutionary 
process that requires the Service to continually improve the quality of its 
ratemaldng and related data ^^ems. For example, changes in oper^^ons 
require ongoing imf^rovements to data systems to ensure that appropriate 
data are collected. 

The contractor concluded that the quality of the data provided by the 
Service for ratemaking has generally been sufficiently complete and 
accurate to enable subclass rates to be based on reason^ly reliable data. 
However, the contractor reported concerns that in some instances, the 
best available data were used regardless of their inherent levels of error or 
obsolescence. The contractor concluded that .ijnprov«5ments and 

enhancements can-and must-be made to ensure future data provided for 
rate making will be sufficiently complete and accurate." Some of the key 
recommendations related to the following areas: 

• Mail processing : better measure costs related to mail processing; 

• Delivery : update and improve the quality of special study data used to 
determine delivery costs; 

• Capital and supixiit : improve the measure of coital and support costs; 
and 

• Revenue, volume, and weight : improve the completeness and accuracy 
of mail revenue, wlume, and wei^t data as well as develop more 
accurate analyses of the impact of weight on costs. 


i] 16, 1999, prepared by UNX. a division of A.T. Kearney, bic. This report is 

available attto US. Postal Service internet site at http://www.usps.gov/cii)fdiis.htm. 
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Managing Employees 


We believe that the sttidy has made an important contribution to anals^ing 
the issuer nrnking the case for change, and offering constructive 
recommendarimis for short-term and long-term improvements. Postal 
officials haw indicated that they agree with most of the study’s 
recommofidations. They said that the Service is takii^ steps to implement 
some of the recommendations, such as updating some special studies used 
to help estimate postal costs. For a number of recommendations, they 
plan to conduct additional evaluation or analysis to assess what followup 
may be needed Overall, it is not clear what specific actions the Service 
plans to take to improve the quality of data used in ratemaking and the 
timeframes for completioa 

As you know, Mr. Chairman, you requested this study to address concerns 
raised by tiie Chairman of the Postal Rate Commission and others about 
the data deficiencies in the Postal Service’s 1994 rate filing. Further, issues 
related to the quality of data used in rateraaking have been an important 
area of continuing oversight for this Subcommittee. Given the importance 
of data quality to setting postal rates, as well as the level of congressional 
concern in this area, we believe it is important for the Postal Service to 
demoitstrate to Congress, the Postal Rate Commission, stakeholders, and 
the public that it is making progress in improving the quality of data used 
in ratemaking. Therefore, we are recommending that the Postmaster 
General report to the congressional oversight subcommittees on the 
actions taken and planned to improve the quality of data used in 
ratemaking. 

Management of its employees constitutes one of the Service’s m^or 
challenges in meeting go^ and maximizing performance. The Service 
employs nearly one-third of the federal civilian workforce and is the single 
largest federal civilian agency. To carry out its mission, the Service had a 
total of about 900,000 career zmd noncareer employees as of September 80, 
1998.* To operate effectively In a rapidly changing environment, the 
Service has recognized that it will need to give human capital issues a 
higher priority and enhance each employee’s contributions to 
organizational performance. The Service’s Year 2CW0 Performance Plan 
states that its revised Voice of the Employee goal “elevates the quality of 
the overall workplace environment from a subgoal category to a corporate 


‘According to the Service, career employees generally are persons who have permanent work 
^pcsutments and include such eroj^oyees ss clerks, postmasters, managers, supervisors, mail 
handlers, and dty and rural letter canters. Noncareer employees are persons who have lindted-term 
work appointments and include sudi employes as some data conversion operators who work at 
postal remote encoding centers and substitutes for rural carriers. 
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goal, and emphasizes that the end result should achieve organizational and 
individual success." 

Labor-Management Relations We have previously reported on long-standing problems in labor- 

management relations that have affected the postal workplace 
environm«!t. Although the Service has continued to make progress in 
improving its labor-raan<^em«!t relations, problems still exist that appear 
to create barriers between the Service and its main employee 
organuatime, including four m^jor postal labor unions and three 
management associ^ons. Such barriers have often stood in die way of 
agreements being reached among the eight organizations, including postal 
labor unions’ coUective bargaining agreements, that could help ensure the 
mc»t effective man^ement of the Service’s employees. Also, 
disagreements have prevented the establishment of an overall framework 
agre^ent, which we recommended in our 1994 report on postal labor- 
man^ement relations.* Such an agreemrait could help die eight 
organizations focus on common approaches for addressing persistent 
labor-management relations problems so that the Service’s work 
environment can be improved and its competitive position in a dynamic 
communications market can be maintained. 

The Service has identified a number of goals and strategies to improve its 
workplace relations and to enhance various employee programs, such as 
its diversity program. However, full success of these efforts is unlikely 
without a partnership between postal managers and employees. Without 
such a partnership, difficulties in the postal workplace are likely to persist 
and hamper the i^rvice’s ability to best achieve its overall performance 
goals. 

One area that has historically posed a challenge to the Service and its 
unions and management associations involves compensation and benefits 
issues. The most recent contract negotiations occurred during the last 
year for three of the four m^or postal labor unions whose contracts 
expired in November 1998.’ Negotiations for new contracts between the 
Service and two of the three unions — the American Postal Workers Union 
(APWU) and the National Postal Mail Handlers Union (Mail Handlers)- 
produced settlements without the use of arbitration. However, for one of 


Postal Service: Labor-Management Problems Persiat on the Workroom Floor COACyGOD-94- 
201A/B, Sept 29. 1994). 

*The three major postal labor unions involved in 1998 contract negoSaaons wth the Service included 
APW17, WaLC. and Mail Handlers. The fbiaUj union — the National Rural Letter Carriers’ Association— 
dd not participate in such negotiations because its contract is not due to expire until November 1899- 
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the three unions— -the NationaJ Association of Letter Caixiers (NAI^C) — 
interest ari>itration invol\hng a third-party negotiator was used to settle 
contract disputes regarding employee wages and benefits and to reach an 
agreement last montiu 

in re<^nt monttis, concerns a!)out compensation and benefits for 
postmasteis have also been raised by members of two of the three 
management associations, including the National Association of 
Postmasters ofthe United States (NAPUS) and the National League of 
Postmastos of the IJrated States (NLPM).* Unlike the unions, 
mans^ement a^ociatic«ts, which g^ierally repres^t tiie interests of postal 
man^eis, supervisor, and postmasters, may not collecfively bar^in for 
contract employment terms. However, the Service is required by the 
Postal Reoi^anization Act of 1970 to consult with the management 
associations on various issues that affect their members, including 
compensation and benefits. We briefed the Subcommittee earlier this year 
on the concerns that had been raised by organizations represeming 
postmasters related to compensation issues. In Au^ist 1^9, th^e 
management associations reached agreement with the Service on 
compensation matters. However, these associations have continuing 
concerns related to tlie extent of tljc differential in pay between bargaining 
unit employees md supervisory and managerial en:^>loyees. 

During the past year, our work related to postal employees has focused 
mainly on issues involving divasity and equal anploymeit oi^ortunity 
(EEO) and employee safety and health. 1 would like to briefly discuss the 
results of our completed work and provide information about our 
continuing work efforts in these areas. 

Diversity and Equal Employment One o£ the Service’s many challenges involving employees r^ates to the 

Opportunity areas erf employee diversity and EEO. In large pmt, our c<MupIeted work in 

these areas has generally addressed the Service's efforts to achieve 
specific diversity goals, such as the promotion of wiimen and minorities 
mto higher post^ management levels, and the Service’s tracking and 
monitoring of specific data related to EEO complaints. 

Concerning the promotion of vromen and minorities to h^er managem-ent 
levels, we issued two reports to Congressman Daxmy Davis, one in 


“The UireenMiiiageinentassociBtioPsnK’ludeNARJS, Nl.PM, and the NaSonai Association of Postal 
Supervisee 
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September 1998,® and one in February 1999.‘® In the September 1998 
report, we discussed die results of our work on the Service’s compliance 
with prOTnotion procedures at three postal locations/' Specifically, we 
obt£uned and analyst various data to determine the extent to which 
women ^id minorities were repr^ented at the hi^er Executive and 
Administrative Schedule (ElAS) management levels. Tlie results of our 
work showed that for 117 promotions that were awarded in 3 postal 
locations, many of the ^plicants (62 percent) and those determined best 
qualified (64 percent) were women and minorities. Also, of the employees 
promoted to higher level management positions in the three locations, 
about 62 percent were women and minorities, compared widi the 59 
percent at the same grade levels in these locations before the promotions 
took place. 

In addition, our February 1999 report to Congressman Davis supplemented 
the September 1998 report by providing comprehensive data on the extent 
to which women and minorities were represented at higher postal 
management levels, including promotion-related data. The February 1999 
report also included information on other issues, such as (1) the lack of 
reliable EEO data on promotion applicants’ progress through the 
promotion process and (2) the Service’s progress in responding to specific 
recommendations made in 1^7 by Aguirre hitemation^ — an outside firm 
that reviewed the Service’s diversity program — ^that were intended to help 
the Service strengthen its program. 

In the February 1999 report, we recommended that the Postmaster General 
ensure that appropriate Service officials capture and use EEO group data 
to help improve the Service’s diversity program, including the 
identiflcation of any barriers that might impede promotions to high-level 
EAS positions. In response to our recommendarion, the Vice President for 
Human Resources told us ffiat she would emphasize to postal field 
facilities the need to enter data into the appropriate data systOTi so that 
more complete and reliable information about promotions could be 
maintained and used as a tool to identify the points that impede the 
promotions of applicants to high-level EAS positions. 


1J.S, postal service; InformaUgn About Selected Pro motitm of Women and !»Enorities a? EAS 

Manafiement-Levei Posiliot a {,GAOAjGD-O8-200B, S^t. 21, 1998). 


“The three locations where we reviewed applications for the llTpromotionsincluded the Atlanta, 
Dallas, and Van Nuys performance dusters. A performance cluster is 1 of the Service’s 85 geographic 
service areas and indudes a customer service district, which is responsible for overseeing post offices, 
and i or nKme mail procesdng (tots- 
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Also, the results of some of our completed work in the area of EEO 
complaints indicated that shortcomings existed in the collection and 
reporting of spedfic EEOrel^d data, such as the ba^s for complaints 
and issues invcdved in the complaints. Without reliable information, 
managers will not be able to determine how best to address problems 
regarding the nature and extent of conflict in the post^ workplace or 
assess the extent to which improvements can be made. 

In addition, as requested by Congressman Chaka Fattah, the 
Subcommittee’s Ranking Minority Member, we are currently reviewing the 
Service's progress in achieving a diverse workforce in its Postal Career 
Executive Sendee (PCES), wMch represents tlie Service’s senior level 
officers and executives. We working to obtain information about 
divereity within PCES similar to the information that we provided in our 
February 1999 report about diversity within the Service's high-level EAS 
workforce. 

Employee Safety and Health Another significant challenge the Service faces is implementing the Postal 

Employees Safely Enhancement Act. Prior to the act, the Postal Service 
was r^juired to comply with Occupational Safety and Health 
Administration (OSHA) safety- and health program requirements for federal 
agencies. When OSHA found safety and health problems at postal 
facilities, it issued notices of unsafe or unhealthM working conditions, but 
it did not issue citations or levy monetary penalties. However, the act, 
which became effective on September 28, 1998, required the Postal Service 
to comply with OSHA requirements for private sector employers. 
Accordingly, OSHA may now impose citations and monetary penalties on 
the Postal Service for noncompliance. 

In converting firom requirements for federal agencies to provisions for 
‘ private sector employ^, postal officials stated that they would have to 

review and modify existing safety and health policies, programs, 
procedures, systems, training, and education programs, as well as modify 
recordkeeping procedures for accident and iruuiy data. The officials said 
that challenges associated ivith implementing the requirements of the act 
include (1) modifying existing automated systems at the same time that 
government, industry, and the Service are dedicating their technical 
resources to ensure Year 2000 compliance; (2) developing and 
implementing training programs on the judicial and other processes that 
previously were not applicable to the Postal SMvice for safety personnel, 
legal staff, and key operations staff; and (3) modifying the Service's 
financial system to track expenses associated wth impl^enting the new 
requirements. 
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Maintaining Financial 
Viability 


Controlling Costs 


The Postal Service’s to maintain financial viability by controlling 
costs, improvii^ prcxiuctmty, and enhancing revenues also presents a 
continuing challenge. The Service’s strategic plan stated that aggressive 
cost management would be necessary to guarantee success in mitigating 
historic cost trends that drive price increases. The Service’s Annual 
Perfonnance Plan for Fiscal Year 2000 established goals for controlling 
costs through cc^ reduction programs as well as by achieving productivity 
gains. The plan also reported that it is not unusual for the Service’s 
productivity to fluctuate from one year to another, but over the long run a 
successful organization will achieve positive growth in productivity. 
Further, the Service has recognized that it must have strong and effective 
internal operating control to avoid unwarranted costs and protect its 
revenues. 

Effective managenienL of Ihe Service’s capital investments is critical if the 
Service is to achieve its projected return on investments. The Service 
reported that It has macte ^gressive capital investments in technology and 
infrastructure to improve the distribution and delivery of mail as well as 
reduce labor costs. 

In September 1998, the Postal Service Board of Governors confirmed the 
Service’s plan to spend $17 billion through fiscal year 2002 on capital 
investments that are intended to automate and modernize operations and 
control costs. The Service lias reported in the past that fi; intends to 
substitute capital for labor to help it achieve its financial goals. As shown 
in figure 4, labor-related ejqpenses accounted for more than 80 percent of 
the Service’s total e:5)enses in each of the past 3 decades. The Service’s 
labor-related expenses declined somewhat during the 1990s but continued 
to represent 79 percent of the Service’s expenses in fiscal year 1998, the 
most recent year for which data are available. 
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Figure 4: Labor-Related Expenses Percentage 

Accounted for Most of the Postal 

Service’s Total Expenses iOO 



Flaeal yeara 


Note; Labof-r^ted expenses include such costs as employee compensation and benefits, retroactive 
assessments for employee ber>eiits, irr^uted interest expenses on retroactive assessments for 
employee benefit, interest exp^es on deferred retirement liabiiities, and workers' compensation 
expenses of the focmer Post Office Department. Percentages shown were compiled by dividing the 
Postal Service’s total tabor-relaled expenses for each period by the Service's total expenses for that 
period. Data forfisc^ year 1999 are not yet available. 

Source; U.S. Postal Sendee annual reports. 

The Service stated in its Five-Year Strategic Plan for fiscal years 1998 
through 2002 that the cost paid for labor resources is the primary driver of 
Postal Service prices, and that significant revenue growth must be 
matched by aggressive cost management for the Service to mitigate 
historic cost trends that drive price increases. Flrrther, the Service has 
recognized that its stakeholders are also demanding aggressive cost 
management 

As mentioned earlier, although the Service has improved its delivery 
performance in some areas, questions remain about whether the Service is 
adequately realizing the anticipated savings from its capital investments. 
Last year, the Board of Governors approved a capital investment budget of 
$4.4 billion for fiscal year 1999, of which the largest component-$1.7 
billion-was committed to facility projects, and $1.5 billion was committed 
to equipment projects. Last year, we reported to the Subcommittee on the 
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Service’s shortf^ in reaching its projected carrier workhour savings from 
its investments in automated sorting equipment.'^ 

Improving Productivity The Service has reported that its Integrated Financial plan for Fiscal Year 

2000 relies on “aggressive productivity improvement” in order for the 
Service to meet its “challen^ng bottom-line target” of $100 million in net 
income. ITie Service’s performance plan for fiscal year 2000 set a target of 
increasing total factor productivity (TFP) by 3. 1 percent. To put this 
challenge into context, figure 5 indicates that TFP increased at least 3 
percent in only 4 years since postal reorganization was implemented (1973, 
1978, 1990, and 1993). 


Figure 5: Growth in Postal Service Productivity 
Cumulative percentage change 

14 



Fiscal Year 


Note; Data for fiscal year 1999 are not yet available. 
Source; U.S. Postal Seivice. 


‘’ ILS. Postal Service: Progress Made in Impfementi n g Automated Letter Swwnc iPg . but SomC fes . u as 
Remain rGAO/GGI>98-73. Apr. 17, 1998). 

“TFP measures the changes in the relationship between the Service’s outputs and resources expended 
in producing those oufouts. The Service's main outputs are mail volumes and servicing an e:q)anding 
delivery networfe. By tracking outputs and resource usage, TFP prowdes a measure of historical 
performance. 
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In addition, TFP declined in 4 of the last 5 years for a cumulative decline of 
about 3 percent. The Service reported that the TFP decline in 1998, the 
most recait year for which data are available, was linked to an increase in 
its capital investments and the conversion of many transitional employees 
to career status. TTie Service reported that it expects to realize deferred 
benefits from automation that should help increase its productivity in the 
future. 

The Service has reported that its aggressive capital investments, though 
consistent with its long-term strategy of substituting capital for labor, may 
have a short-term negative impact on TFP due to implementation costs and 
the difference between the tuning of costs and the realization of savings. 
The Service’s plan for $4.0 billion in capital commitments^ in fiscal year 
2000 — compared with $3.9 billion in capital commitments in fiscal year 
1998 when TFP declined by 1.1 percent — points to the challenge of 
increasing TFP by the target of 3.1 percent in fiscal year 2000. Moreover, 
the Service has reported that some investments improve service but do not 
improve TFP. 

The Service has cautioned that TFP is best used to analyze long-term 
trends and is not effective as a short-term measure or snapshot in time. In 
this regard, as figure 5 shows, TFP increased 9.1 percent from the time that 
postal reoi^anization was implemented to fiscal year 1998. The Service 
has recently reported that its objective is to improve TFP over time while 
maintaining a balance with the service improvements necessary to achieve 
customer satisfaction and maintain a competitive position in the 
marketplace. 

Enhancing Revenues Another key area of the Service’s financial goals is to enhance revenues. 

In the past, we have raised concerns about the adequacy of the Service’s 
controls over its revenues in areas such as the acceptance of bulk business 
mail.'* In fiscal year 1998, bulk business mail represented 49 percent of the 
Service’s $58 billion in mail revenues and about 66 percent of the nearly 
200 billion pieces of mail it processed. We are currently conducting a 
follow-up review to determine the status of the Service’s actions to 
implement our recommendations. We expect this report to be issued 
within the next several weeks. 


“1^ Service’s coital commitments in its Coital Investment Plan represent e:Q>ected contract awards 
or (^ons. The Service generally does not pay for these expenses until the goods are delivered or a 
contracn>r meets its project schedule. 

" ^U-S. Postal Service: Strongf r ffatt Acceptance Contrcrfs Could Help Prevent Revenue Losses 
(GAO/GGI>96-i26, June25, 1996). 
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Competing in a Rapidly 
Changing Environment 


New Postal Products 


The Service has also enhanced its revenues through leasing or selling some 
of its real estate. We recently issued a report that looked at two real estate 
projects where the Service leased space to private companies that 
developed and operated the buildings — the Grand Central Station Post 
Office in New York City and Rincon Center in San Francisco. The 
Service reported obtaining about $16.5 milhon annually in revenue from 
renting space in the renovated buildings while preserving their historical 
characteristics. In addition, the Service recently sold the Rincon Center 
for $80.5 million, which the Service reported added to its net revenues. 

The Service’s ability to adapt to increasing competition is critical if the 
Service is to maintain a competitive position in the rapidly changing 
communicalions and delivery environment. Increasing competition, 
particularly from electronic alternatives, has slowed the Service’s revenue 
growth and is expected to have a continuing impact on the Service’s 
revenues in the next decade. 

Other issues related to the Service’s competitive position have also been 
raised. Some concerns revolve around types of new products and services 
that the Service is allowed to develop. We recently provided information 
on the Postal Service Marketing Department’s process for the review and 
approval of its new products. Also, some of our work has addressed 
various concerns regarding the Service’s competitive position with respect 
to international postal organizations. 

The Service has for several years been concerned that its First-Class Mail 
business could become threatened as more and more traditional mail 
migrates to electronic mail. Coupled with this, the Service has 
encountered competition from the private sector that is significantly more 
challenging frian in past years. To address these situations, postal 
management, in the early 1990s, established a corporate goal of initiating 
and growing new businesses, particularly in the electronic 
communications arena, in order to ensure its commercial viability as a 
mover of messages, merchandise, and money. 

As a result of this corporate decision, in the imd-1990s, the Service began 
focusing resources on the aggressive development and introduction of new 
products — primarily nonpostal products. In November 1998, we reported 
on the challenges faced by the Service in moving in this new direction and 


‘* PubUc-Prlv^ pj^Ttn«.nthir«: Kftv F.lgments of Federal Building and Fac iliCv Partnerships (GAO/GGD- 
99-23, Feb. 3, 1999). 
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presented a snapshot of the progress made to date.‘^ We reported that the 
Service’s new products initiative was controversial. Some Members of 
Congress were concerned that the Service was unfairly expanding its 
product line to compete in nonpostal-related markets and had introduced 
legislation to curtail such activity. Some private sector companies also 
complained about the Service’s entry into nontraditional postal markets. 
They were concerned that the Service could use its governmental status to 
an unfair advanti^e when introducing products that compete with private 
sector companies. Notwithstanding this controversy, the Service moved 
ahead with several new products in the mid- to late- 1990s. 

The Service has established a formalized process to govern the 
introduction of most new products. To facilitate the process of developing 
and introducing new products and to ensure effective management 
control, the Service developed a formalized system of checks and balances 
that requires top management buy-in at critical stages of the product 
development process. The process is also to be used to review the 
performance of products and terminate those that do not perform to Postal 
Service expectations. For those products we reviewed in more detail, we 
found that the Service had generally followed the tenets of the newly 
established product development process. We also reported that most of 
the new products had not yet produced revenues that exceeded expenses. 
We cautioned, however, that it might not be reasonable to expect all new 
products to become profitable in their early years, because new products 
generally take several years to become established and recover their start- 
up costs. 

International Competition Congress has recently considered one of the major international 

competition-related concerns involving a potential conflict in the Service's 
dual role as the U.S. negotiator of international postal agreements and 
competitor with private carriers in the international mail arena. In a recent 
report, we compared (he roles of the Service and the Department of State 
as representatives of the U.S. government in international organizations for 
the postal and telecommunications sectors.^® The Department of State has 
the lead responsibility for developing U.S. international 
telecommunications policy and heads a formalized process for policy 
development. In October 1998, Congress transferred responsibility for 
formulating, coordinating, and overseeing international postal policy at the 
international postal organization, the Universal Postal Union (UPU), from 


" U.S. Postal Service: Development and Inventory of New Products CGAO/GGD-99-15, Nov. 24, 1998). 

" U.S. P^-| ^rviv**' i nti Tf Sector Representation in Internationa] 

Organizatjons (GAO/GGI>99-6BR. Oct 29, 1998). 


P^« 21 


GAOnr.GGD-00-2 



58 


Statement 

U.S. Postal Service: Challenges to Sustaining Performance Improvements Remain 
Formidable on the Brinhof tiie 2ist Century 


the Service to the Department of State. We are currently reviewing how 
effectively the Department of State has implemented its new 
responsibilities in this area. 

Our October 1998 report noted that differences in legal requirements 
contributed to differences in stakeholder involvement and the processes 
used to develop U.S. polici^ for international postal and 
telecommunications issues. One key difference was that the Department 
of State was legally required to obtain input from the private sector on 
international telecommunications policy issues; however, the Service was 
not subject to such legal requirements when it had the lead role for U.S. 
involvement in the UPU. In the international telecommunications sector, 
we found that government and private sector stakeholders had more direct 
involvement in U.S. policy formulation through a structured and 
documented advisory committee process headed by the Department of 
State and subject to the requirements of the Federal Advisory Committee 
Act (FACA).” FACA requirements include Federal Register notice of 
advisory committee meetings; detailed minutes of meetings; public access 
and participation at meetings; and annual reports to the General Services 
Administration, which is to report to Congress on the activities, status, and 
any changes in die advisoiy committees. In the postal sector, the Service 
was not subject to FACA. The process for involving government and 
private sector stakeholders in international policy formulation was more 
informal, involving ad hoc briefings with limited public notice or 
documentation of meetings. Our ongoing review will examine how the 
process for U.S. policy formulation, coordination, and oversight has 
changed this year with respect to U.S. participation in the UPU. 

^ Other major issues we recently addressed include monitoring the Service’s 
Other Maj or Issues actions to meet the challenges of preparing for the Year 2000 as well as 

protecting consumers from deceptive mail practices, protecting the 
privacy of address chai^^, and improving its management of capital 
facility projects. Currently, we are also reviewing the effectiveness of the 
Breast Cancer Stamp as a fundraiser. 

Regarding Year 2000 readiness, we testified that the Service started late in 
correcting and testing its systems, preparing a master schedule, and 
developing contingency and business continuity plans. However, the 
Service has made significant progress in reducing vulnerabilities identified 


''FACA was enacted to ensure that (1) valid needs exist for establishing and continuing advisory 
committees, (2) the committees are prop^ managed and their proceedings are as open as possible to 
the public, and Congress is kept informed of the committees’ activities. 
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in previous assessments and in planning a recovery management process 
to restore its operations if Year 2000 problems should occur. 

We also testified recentiy before this Subcommittee on our work related to 
protecting consumers from deceptive mail marketing practices.^” We 
provided information on the extent and nature of consumers’ problems 
with deceptive mail Mid identified initiatives various federal agencies and 
other organizations have made to address deceptive mail problems and 
educate consumers. 

We also recently released a report on another issue of interest to 
consumers, the Service’s protection of consumer address information from 
unauthorized disclosure.^' We followed up on the recommendations we 
had previously made for specific actions the Service should take to 
strengthen oversight of its National Change of Address (NCOA) program. 
The Service had not taken action on our recommendation that it explicitly 
state, in the acknowledgment form signed by customers of the Service’s 
address correction licensees, that NCOA program-linked data are not to be 
used to create or maintain new-movers lists. We have suggested that 
Congress may wish to consider amending the Postal Reorganization Act of 
1970 to establish requirements concerning the language in the form so that 
the Service could help ensure that the use of NCOA program-linked data is 
limited to the purposes for which they were collected. 

Year 2000 Problems Postal Service faces a m^r challenge in updating its computer 

systems, mail processing equipment, and infrastructure equipment to avoid 
Year 2000 malfimctions that could disrupt mail delivery. The Service has a 
special responsibility to correct its computers because a number of private 
sector and government groups may need to use the Service as a backup 
delivery system if their computers malfunction. For this reason, the 
Service is concerned about the prospect of a mail surge in January 2000. 

An early assessment by the Service’s Office of Inspector General showed 
that the Service was slow to recognize the scope of the challenge and act 
to ensure that its cortqjuter systems were Year 2000 compliant. 

In Februsuy 1999“ we identified the major challenges facing the Service, 
including (1) completing system renovation and mail processing 

“ Deceodve Mail: Consumets' Problems Appear Substantial CGAO/T-GGP-gMSO. Aug. 4, 1999). 

“ U.S. Post?) fioTvirp- Status of Efforts to Protect Privacy of Address Changes f GAO/GGI>99-102. M. 
30, 1399). 

”Year 2000 Computing Criste: Challenges Still Faring the U.S. Postal Service (GAO/T-AIMD-99-86, 
February 23, 1999). 
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equipment correction and testing, (2) ensuring the readiness of hundreds 
of local facilities, (3) determining the ability of key suppliers and 
electronic data exchange partners to be Year 2000 ready, (4) completing 
simulation testing of business process areas, and (5) completing the 
development and testing of business continuity and contingency plans. 

Since February, the Service has strengthened its management approach to 
the Year 2000 problem and made significant progress in fixing its systems 
and determining that its key suppliers and electronic data exchange 
partners will also be Year 2(X)0 ready. For example, as of this August, the 
Service reported to the Office of Management and Budget that it 

• completed renovation of 136 of its 137 severe and critical computer 
systems and expected to complete all non-mission critical systems by 
September 30, 1999; 

• certified all 38 critical mail processing equipment and embedded chip 
devices as Year 2000 ready; 

• performed business impact assessments on all 353 critical field facilities 
and expected to finish remaining readiness activities by October 16, 

1999; 

• expected to complete impact assessments by November 30, 1999, for aU 
3,500 field activities thsrt have automated systems and ftmctions with life 
safety and security ramifications; 

• obtained assurances of Year 2000 readiness for 273, or 99.6 percent, of 
its critical suppliers and completed site visits for all 34 “high profile” 
suppliers, i.e., those most integral to the continuity of mail operations; 

• obtained assurances on Year 2000 readiness for 73 percent of suppliers 
critical to the Service’s field operations; and 

• certified all 737 severe and critical electronic data exchanges as Year 
2000 compliant and reported that all 106 important, but not critical, 
electronic data exchanges would be certified as compliant by September 
30, 1999. 

The Service has also stuped up efforts to test applications and 
infrastructure equipment in a production environment— an important 
phase of the Year 2000 effort because Year 2000 conversions often involve 
numerous large interconnecting systems with many external interfaces 
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and extensive supporting technology infrastructures. Over 40 applications 
that support critical business processes were tested in the first of a two- 
phased testing effort that ended in August 1999. The Service is still 
analyzing the results of these tests; however, it has reported that at least 
one application will require additional testing. 


Finally, the Service has completed over 500 business continuity and 
component contingency plans for its critical processes. This is another 
crucial phase of the Year 2000 effort because core processes may still be 
disrupted by Year 2000-induced failures and by errors in business partner 
systems or public infrastructure systems, such as power, water, 
transportation, and telecommunications systems. The Service’s plans 
include preemptive measures and work-arounds to ensure critical business 
processes continue in the event of a Year 2000-related disruption or system 
failure. The field plans were distributed in August 1999, and all rehearsals 
and acljustments to these plans are expected to be completed by November 
30, 1999. 

With these actions under way, the Service is clearly much better 
positioned to face the upcoming century change. However, the challenge 
facing the Service is still significant: there are less than 3 months 
remaining before the Year 2000 deadline, the Service is now entering into 
the holiday business rush, and many important tasks — ^mcluding the 
rehearsal and finalization of contingency and continuity plans — remain. 
Thus, the Service will need to sustain top management attention to the 
problem and continue to do everything necessary to ensure that the 
continuity of important postal operations is maintained into 2000. 


Status of Antelope Valley 
Project Remains Uncertain 


The importance of sustained management attention was evident in another 
area where we identified weaknesses in the management of a capital 
facility project. In August 1999, we reported on the Service’s project 
approve process for a proposed project to relocate postal operations to a 
new mail processing facility in the Antelope Valley area in California.^ We 
raised concerns about the unresolved status of the proposed project after 
almost 10 years. The Service purchased a 25-acre site in Lancaster, CA, for 
$6.5 million in 1991 that has since remained unused due to the Service's 
failure to decide on whether the proposed processing facility shotild be 
approved. Also, we estimated that accumulated interest costs associated 
with this $6.5 million investment totaled about $2.9 million from the time 
the site was purchased in October 1991 through June 1999, and they were 


” US. Postal Service: Deflcienciea Continue While Antelope Valiev Project Status Remains Uncertain 
(GACVGGD^147, Aug. 31, 1999). 
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likely to increase by over $300,000 each year. In addition, the Service has 
not addressed the loi^-standing problems, such as mail delivery problems 
and ^ace d^ci«ncies, that were the basis for the proposed Antelope 
Valley project We recommended that the Postmaster General take action 
to resolve the status of the project and report on planned actions to 
address the operational deficiencies in the Antelope Valley area. 

One of our ongoing efforts is a review of the Service’s Breast Cancer 
Research Stamp. Tlie “Stamp Out Breast Cancer Act,” enacted August 13, 
1997, required that the Service market, for 2 years, a semipostal stamp for 
breast cancer research. A semipostal stamp is a stamp that carries a 
surcharge for a special purpose. 

The Service issued the First-Class Breast Cancer Research stamp on July 
29, 1998. The stamp is currently priced at 40 cents — 33 cents for postage 
with a 7-cent surcharge. The stamp is to be available for sale until July 29, 
2000. The net proceeds from the surcharge are going to the National 
Institutes of Health and Department of Defense for breast cancer research. 
The Breast Cancer Research Stamp is the Service’s first-ever semipostal 
stamp. 

In addition to requiring the Service to market the Breast Cancer Research 
Stamp, the act also mandated that the Comptroller General report to 
Congress, between January 29, 2000, and April 29, 2000, on the 
effectiveness and ^propriateness of using a semipostal stamp to raise 
funds for breast cancer research. Also, this report is to include 
information on the monetary and other resources required of the Service 
to produce and market the Breast Cancer Research Stamp. 

After 1 year of sales, the Service reports that surcharge revenue generated 
by the Breast Cancer Research Stamp totaled approximately $8 million. 

We expect to issue our report on the stamp to Congress in early part of 
the year 2000, as mandated by the act. 

^ 4 .* We recommend that the Postmaster General report to the House and 

KeCOnUTienuEtlOn senate oversight subcommittees on the Postal Service on the actions taken 

and planned to improve the quality of data used in ratemaking, including 

• actions taken to improve ratemaking data quality, such as those that 
relate to the recommendations included in the Data Quality Study 
conducted by A.T. Kearney; and 


Breast Cancer Research 
Stamp 
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• actions planned to improve ratemaking data quality, including the 
priorities and time fram^ for short-term and long-term actions. 


Mr. Chairman, this concludes my statement. I would be pleased to 
respond to any questions you or the Members of the Subcommittee may 
have. 
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Mr. McHugh. I recognize Mr. Fattah. 

Mr. Fattah. I just want to put this on the record. We have to 
go to vote. I mmediately after the vote Title I is coming back to the 
floor. I have two amendments scheduled for debate on the floor. I 
may not be back with you for a while, but you are in capable 
hands. I will have some written questions that my staff will submit 
to the panel. 

Mr. McHugh. We thank the gentleman. I appreciate his work on 
Title I. That's a very important bill. So we will go vote. It's a J our- 
nal vote, so it doesn't take a lot of time or thought. It's yes or no. 
And try— if I could ask those Members that can, return as soon as 
they can. We stand in recess. Thank you. 

[Recess.] 

Mr. McHugh. I'm here. You're here. Let's start. 

Mr. Ungar, let's begin with you. Obviously your report has cre- 
ated some interest, and I think that's a good thing. I think it can 
help us to focus on the challenges that many of us had thought 
were certainly on their way, but most of us thought, I believe, that 
they were a little bit further away than what we're now hearing. 

The projections you used are from the Postal Service itself. Did 
you have an opportunity to examine the probable validity, the accu- 
racy, the level of confidence on those, and if so, how do you evalu- 
ate that? Pretty good projection, do you think? Reasonable? 

Mr. Ungar. We didn't do a full evaluation of that, Mr. Chairman. 
It seemed reasonable on the surface, but again. I'd have to say we 
did not certainly independently verify the information, and I think 
it's difficult to predict the future. I think the Service looked at 
the— looked historically at what the situation has been, and cer- 
tainly what the current scenarios are, and what the likely trends 
are given electronic communication and competition, and put the 
estimate together. 

Mr. McHugh. For your purposes, you took that figure as mod- 
erately reliable; might be higher, might be a little lower, but as far 
as we can tell sitting here today, 272 percent within the next 3 
years seems reasonable? 

Mr. Ungar. It's in the ballpark. Again, predicting exactly in 
what year, at what point in time and exact percent I think is going 
to be very difficult. It certainly seems to be reasonable given the 
scenarios. 

Mr. McHugh. I remember when I graduated from high school 
that was an end of an era. It was the end of a not-so-good era and 
the beginning of a pretty good one. When I decided not to run for 
reelection in the New York State Senate, that was the end of an 
era. I came down here. It was the start of not such a good era. How 
do you phrase "end of an era" in your report? 

Mr. Ungar. Mr. Chairman, Mr. Davis, Mr. LaTourette, basically 
we're using it in the context of a major change. Now, whether it's 
positive or negative I think depends upon, as in your experience, 
how the Service and the Congress deal with the formidable chal- 
lenges that the country faces in terms of what's facing the Postal 
Service. Obviously its performance in recent times is good. The 
Service may feel good at the end of one era, but as we approach 
the next millennium, I think the competitors are here. They're 
probably here in this room. They're out there. 
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Mr. McHugh. They're always out there. 

Mr. Ungar. That's right, yes. They're not only domestic competi- 
tors, but they're foreign competitors, too, as you know, who are 
here and there may be more on the way. That is coupled with elec- 
tronic commerce, coupled with the kind of unique organization that 
the Postal Service is, sort of half governmental and half private, 
and some of the constraints it faces, it doesn't have, on the one 
hand, some of the flexibility that the private sector firms have. On 
the other hand, it has some protections. It doesn't have to do some 
things that the private sector has to do, although that's dwindling 
in some cases like in the area of worker safety. So it really is a 
situation in which the Service is going to have to face the chal- 
lenge. It's going to probably have to change— I don't know if I 
should use the word reform. 

Mr. McHugh. Go ahead. 

Mr. Ungar. But I think it can't do it certainly alone. I think the 
Congress is going to really have to work with the Postal Service, 
and as we mentioned in our statement, I think it's going to be very 
important for the Postal Service to effectively work with the human 
capital, the employees in the Postal Service, and somehow in some 
way, and I'm not quite sure how, to do better in terms of working 
relationships with the unions, particularly the clerks and the city 
letter carriers, than it has in the past. It's been very 
confrontational. 

I think as we testified before, the implementation of delivery 
point sequencing was a major dilemma and a major difficulty for 
the Postal Service working with the unions, with the city letter car- 
rier union. In the future there undoubtedly are going to be 
changes. I don't know exactly what those changes are going to be. 
We don't see how the Postal Service is going to make progress 
without more of a cooperative effort. We think the Results Act and 
the goals that the Postal Service has set and the goals it will set 
working with the stakeholders, including the unions, might be a ve- 
hicle to try to reach agreement on some common goals relative to 
its future viability for both the well being of its employees and its 
financial viability. 

Mr. McHugh. You really segued into just the last part before I 
turn it over to my colleagues, and then if we have time, I 'd like ob- 
viously to get back to Ms. Corcoran and also to you. This is what 
the Postmaster General later will describe, and I'm assuming you 
agree with this generalization as well. It could put at risk $17 bil- 
lion of Postal Service revenues. That's almost 30 percent of its cur- 
rent operating stream. That's an enormous challenge. 

I'm hearing you say that the Postal Service has certain inherent 
problems in House problems that it needs to stand up to. But as 
well, it probably can't go it alone; that the Congress and, I would 
assume, this subcommittee and this House has a role as well to try 
to— let's not use the word reform— reposition the Postal Service. I 
think I heard you say as well there are two things about that. One, 
to allow the Postal Service to respond to this new era in a way that 
all of us agree is appropriate, whatever that way may be, but also 
perhaps to level the playing field as that activity interfaces with 
the private sector. Is that a fair description of what you said? 
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Mr. Ungar. Yes, sir. I think it will be, of course, a public policy 
decision on that level playing field and how far one goes and the 
consequences for the public in terms of universal service. 

Mr. McHugh. Absolutely. I don't want to presume to ask you to 
help us there. That's supposedly what we get paid for. Thank you. 

Let me yield to Mr. Davis. 

Mr. Davis. Thank you very much, Mr. Chairman. 

Ms. Corcoran, I was very intrigued by your testimony, especially 
the level of progress that you indicate in being able to identify 
areas of need and then coming up with movement toward some res- 
olution of those. Did I understand that by contracting out priority 
services, that that had not been an increase in on-time delivery? 

Ms. Corcoran. A very small increase, less than 2 percent, I be- 
lieve. 

Mr. Chambers. About 1 to 4 percent. 

Ms. Corcoran. About 1 to 4 percent. 

Mr. Davis. Did I understand that this system, though, saved the 
Service $100 million? 

Ms. Corcoran. No, it cost an additional $100 million over doing 
it in-house because they have to put their own infrastructure to- 
gether, the contractor does, to do this. 

Mr. Davis. So we spent an additional $100 million to contract out 
priority services and yet did not experience much in the way of an 
increase of on-time delivery. 

Ms. Corcoran. That's correct. 

Mr. Davis. That is, in discussions or conversations, did you get 
anything relative to what the rationale had been for making the 
decision to contract those services out? 

Ms. Corcoran. Yes, we did. The Postal Service realized at the 
time that they were doing the contracting that it was going to cost 
more to contract, and that's one of the things that they pointed out 
to us numerous times, that they had been aware of this from the 
start. 

Mr. Chambers has been involved in a lot of the discussions with 
Postal Service, so I 'd like him to address that. 

Mr. Chambers. Actually, as our report indicates, this really 
stemmed from a problem earlier in the decade with delivery rates 
for priority mail. This was an initiative on the part of the Postal 
Service. This network was created to try and get the on-time per- 
formance scores for priority mail to increase. They felt that a dedi- 
cated network that would be operated primarily on the east coast 
would increase those scores. In the process, th^ contracted out to 
a vendor, and again, as we've said, that is a more expensive propo- 
sition. We really haven't been able to document that it's increased 
the performance a lot. Part of that stems from the fact that they 
didn't create a baseline of performance in that area, so it's kind of 
hard to say that the performance in that region today is much bet- 
ter than it was before. So what we did was to compare the perform- 
ance in that region with similar regions of the Postal Service where 
they operated without a contractor. That's the basis on which we 
say there was very little increase in performance. 

Mr. Davis. Did we find that their projections were off or the 
analysis just was not good from the beginning? Were there changes 
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in the environment which took place that had not been foreseen 
that could have resulted in the lack of performance? 

Mr. Chambers. Well, again, the performance in that region today 
is comparable to what it is in other regions of the Postal Service. 
Also there is really no evidence that before the network there was 
a significantly lower performance in that region before. They were 
trying to get scores higher. The percentage of on-time delivery, 
they're trying to get that up to like 95-96 percent. It's coming close 
to that, but again it's not much lower than that in other highly de- 
veloped urban type areas of the United States. 

Mr. Davis. Thank you. Ms. Corcoran it is also my understanding 
that the Postal Service failed to collect $20 million in revenue be- 
cause they charged a lower negotiated international rate for mail 
actually processed as domestic mail. If that is the case, is there 
something that they need to do? What can they do to get this under 
control? 

Ms. Corcoran. This, I believe, is a one-time instance as far as 
we know. We're certainly going to be looking at that. They do have 
rules and procedures in place. The mail was to be put in the mail 
stream outside the country; instead it was actually trucked into the 
country and put into the mail stream here. Had it been put into 
the mail stream outside of the country, the international rates 
would have been appropriate. But we even found they were losing 
revenue even at that, because it was costing them more than what 
it would have. 

Mr. Davis. But you would think that the corrective action has 
been taken that would prevent any recurrence. 

Ms. Corcoran. We just issued that report at the end of Septem- 
ber. We will be going back and working with them to assure that 
they have taken corrective action on it. 

Mr. Davis. Thank you very much. 

Mr. Ungar, the IG has identified a problem with the quality and 
integrity of data provided by the Postal Service. Obviously, this is 
some of the information that they would have used to make the 
prediction or the projection that there's going to be a substantial 
decline in first class volume in the next decade. How reliable do 
you find this data to be or think that it is? 

Mr. Ungar. Mr. Davis, as we indicated, we didn't make an inde- 
pendent verification of the data. I think the data we're really talk- 
ing about relate to the future, the predictions for the future in 
terms of mail volume that's expected. So again, we aren't in a posi- 
tion to verify that, but on the other hand, I'm not sure how you 
verify a prediction. All you can do is ask, does it appear reasonable, 
do the assumptions appear reasonable? 

And it's certainly clear that the competition is there. I don't 
think anybody would argue with that. I think the, you know, the 
trend toward more and more use of electronic communications, 
electronic commerce, and the I nternet is there. 

Now, again we certainly can't say with any certainty that the 
exact percent is accurate down to the tenth of a point, or we can't 
certainly say that the exact day or the time is there. But it's cer- 
tainly— the direction that the Postal Service is projected— reason- 
able, based on all that information. 
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Mr. Davis. On page 16 of your testimony, you state, and I quote, 
that the Service reported that it has made aggressive capital in- 
vestments in technology and infrastructure to improve the oistribu- 
tion and delivery of mail as well as reduce labor cost. How much 
have we been able to reduce labor costs or is that something that 
we've been able to determine? 

Mr. Ungar. Mr. Davis, I think it's come down slightly as a per- 
centage of overall costs. I don't believe that labor costs have come 
down absolutely; is that correct? 

Ms. Anderson. They have come down as a percentage slightly. 

Mr. Ungar. They've come down as a percentage of total costs. I 
don't believe they've come down in absolute terms. 

I think that's going to be a fairly significant challenge for the 
Postal Service. I think the customers of the Postal Service, particu- 
larly the business mailers, have been expecting to see an actual 
drop in the cost of operations in the Postal Service and greater effi- 
ciency as a result of these capital investments. Unfortunately, it 
doesn't appear as though the actual savings have materialized as 
quickly or as greatly as the Postal Service had predicted. 

Now one area that we specifically looked at and reported on last 
year was the delivery point sequencing initiative. There were sig- 
nificant problems in getting that going on schedule and keeping it 
on schedule. So there were some areas there where the Postal 
Service didn't realize as much savings as it expected. 

Mr. Davis. Finally Mr. Chairman, if I might, Ms. Corcoran, you 
indicated that you had discovered, or that your office found $1.1 
billion during the last 6 months in monetary benefits. Do you have 
any idea of what's actually out there, how much more there might 
be or how much more one could look for? 

Ms. Corcoran. I wish I did, but I don't. $1.1 billion— the cost 
avoidance through fiscal year 2007— is fairly significant to have 
found in a 6-month period. In all honesty, I would hope that we 
don't find that much every 6 months because it would indicate that 
things aren't going as well within the Postal Service as you would 
hope. But we will continue to look and to work with them to try 
to improve things, so there's not that type of monetary savings. 

Mr. Davis. Well, I think you've done an outstanding job in that 
area. And I would hope also that you don't find much more because 
it's not there. 

Thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. 

The gentleman from Ohio, Mr. LaTourette. 

Mr. LaTourette. Thank you, Mr. Chairman, and thank you for 
having the hearing. Ms. Corcoran, I, having been a member of this 
subcommittee now for a few years, want to give you and your office 
praise— for every time you appear before the subcommittee first, 
and second of all, for the fine work that you've done and the re- 
ports that you've issued. 

I do want to talk to you about your written testimony in two 
parts, one on page 4. There was a conclusion reached by you and 
your office that found that the international business unit of the 
Postal Service did not have key processes in place to achieve pro- 
jected revenue goals and that some initiatives fell short of revenue 
projections. And then on page 8, in the list of reports that you've 



71 


issued, the second bullet point on page 8 indicates that your office 
examined the financial profitability of international mail and deter- 
mined that international mail contributed positively to the finan- 
cial position of the Postal Service and is not subsidized by domestic 
mail service. 

I guess— can you reconcile those two paragraphs for me? Do I un- 
derstand, in the international mail arena, the Postal Service has 14 
what are called outbound mail services. And if I understand what 
you're saying on page 4, you're saying that not all of those are op- 
erating in a revenue positive position for the Postal Service, but on 
page 8 are you saying, overall, that the Postal Service's inter- 
national mail operation is— it's covering its costs and it's not being 
subsidized by domestic mail? 

Ms. Corcoran. This is a little confusing when you compare those 
two. On page 8 what we're talking about there was a question that 
was asked quite often a year ago about whether or not inter- 
national mail was cross-subsidized by domestic mail. And page 8 
we did a review, and we found that that was not occurring. 

The review that we talk about on page 4 was really a review of 
the international business unit as a whole, not necessarily of their 
products, but of their initiatives. We were looking at this separate 
business unit. In fact up until this point in time, I believe it was 
the only business unit that the Postal Service had identified as a 
separate unit. We took a look to see whether or not what they were 
expecting from this business unit was really going to occur and 
whether or not the projections in revenues that they had were real- 
ly appropriate. We found that, as it says here, they fell short of 
some of the revenue projections. 

Mr. LaTourette. My question is spurred by a report from J une 
of this year to the Congress by the Postal Rate Commission that 
examined the 14 outbound international mail products, and they 
indicated that of the 14, four they found to be noncompensatory; 
that is, they didn't make as much money as it cost for the Postal 
Service to be involved in them. And I'm wondering if that squares 
with what you found, and if it does, in order to have the paragraph 
of the bullet point on page 8 make sense, are the other 10 making 
so much money that it covers the deficits in costs for the four that 
are not? And the four that are cited by the Postal Rate Commission 
are the surface printed matter and small packet surface periodi- 
cals, global priority mail and global package link. 

Mr. Chambers. I would like to answer that one for you. Actually 
when we completed our work, looking at international mail, the 
possible cross-subsidization, we concluded that there is not cross- 
subsidization between domestic and international; that is, as a 
whole, the international products are paying their way. We did, 
however, I believe in our report raise the possibility that there 
could be cross-subsidization within the international products; that 
is, one might not be paying its way and another woulo. 

At the time we concluded our work, we planned to do a second 
phase. It was about the same time that the Congress gave the 
Postal Rate Commission additional oversight responsibilities in the 
international mail arena at which point we deferred to them to 
take a look at the possibility of cross-subsidization within those 
products. 
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Mr. LaTourette. Thank you. 

Mr. Ungar, is that something you all looked at at GAO? 

Mr. Ungar. We didn't look, Mr. LaTourette, at revenue and ex- 
penses in the depth of the Inspector General. We looked at the 
GPL program last year and reported on that. 

Did you want to say anything? 

Ms. Anderson. We didn't look at whether or not it was being 
cross-subsidized. Again, we've been working with the PRC and with 
the Postal Service in looking at the general issue of the quality of 
ratemaking data, but we did not look specifically at the inter- 
national area. 

Mr. LaTourette. Did you make any recommendations relative to 
GPO? 

Mr. Ungar. Excuse me? 

Mr. LaTourette. Did you make any recommendations as a re- 
sult of your analysis, or are you deferring to the PRC in terms of 
rate? 

Mr. Ungar. Not on GPL. We did, however, make a recommenda- 
tion to the Postal Service on ratemaking domestically in terms of 
the Postal Service's response to the contractor's recommendations. 

I think they only dealt with domestic rates; the contractor didn't 
look at the international area. 

Mr. LaTourette. Thank you very much. 

Thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. 

I'll come back to that line because I think the gentleman from 
Ohio has raised some very interesting points that I would like to 
pursue a little bit further. 

But let me yield to my fellow colleague from the great State of 
New York, Mr. Owens. 

Mr. Owens. Thank you very much, Mr. Chairman. Unfortu- 
nately, we have a major bill on the floor for the Education and 
Labor Committee that I serve on; I won't be able to stay. But I 
have a couple questions related to the work force. 

I'm the ranking Democrat on the Subcommittee on the Work 
Force, and you acknowledge— we would like to acknowledge the 
fact that we have seen some impressive efforts in identifying sys- 
temic problems in the labor-management area. Specifically I want 
to ask, has the Postal Service been receptive to your reviews on 
how to improve the grievance arbitration procedure, reduce the 
backlog of grievances, and improve the labor climate? And if they 
have not, why not? If so, what's changed, what's different? 

Mr. Chambers. I believe, as we took a look at the grievance and 
arbitration area, we actually did two or three different reports on 
that and found that there was an opportunity to review those proc- 
esses. I n fact, we found 

Mr. Owens. Can you get closer to the mic, please. 

Mr. Chambers. We did take a look at the grievance and arbitra- 
tion area. We issued a couple of reports. One report on the manage- 
ment information data found that they really needed to improve 
the information they had in the grievance and arbitration area. 
They agreed with us on our work and said that they would improve 
that area. 
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I think our second report dealt more with how the grievance and 
arbitration cases were handled in terms of working with the 
unions. If I 'm not mistaken, I believe there was not a consensus on 
how those issues could be resolved. I don't have those details at my 
fingertips. 

Mr. Owens. Did you not have some reports on conditions in the 
workplace? 

Mr. Chambers. Yes, I believe we have issued a number of those 
reports as well. Again, specific reports don't come to mind right off, 
but I know we have issued several reports in those areas. 

Mr. Owens. You're not familiar with the one that deals with the 
Suncoast district? 

Mr. Chambers. Yes, I'm sorry. That's the district-wide review we 
did on the labor-management climate, and we did find a number 
of areas where there could be improvement. I n fact, it was on that 
basis that we recommended expansion of our work; and we're now 
doing it nationally, we're looking at an additional 26 districts. 

We did not get an agreement out of— it was an interesting situa- 
tion, because we actually got more agreement at the local level on 
the issues than we did as we moved up to the area level within the 
Postal Service. 

Mr. Owens. Can you explain a little more, if the Postal Service 
has a zero tolerance for violence, how could that situation be so 
prevalent? I mean, can you explain? 

Mr. Chambers. Well, much of, I think, what we've disclosed dealt 
with the issue of the labor climate assessments and the fact that 
those climate assessments were not being done, and that some of 
the issues that were arising from them were not being corrected. 
It's on that basis, as we said, we want to do a more nationwide ef- 
fort on that. 

Mr. Owens. But there was resistance as you went up the chain, 
you said. 

Mr. Chambers. That's my recollection on that particular one. I 
would have to double-check it, but as I recall— and this is some- 
thing that's not uncommon— we have, in some cases, gotten more 
cooperation from management on labor- management issues at the 
lower levels than when we move up. In fact, the most consistent 
resistance we get on our labor-management recommendations actu- 
ally comes at the headquarters level and at the area vice president 
level. 

Mr. Owens. What is the response of the Postmaster General to 
that? 

Ms. Corcoran. I have mentioned this to Mr. Henderson. We 
have been hoping that a Deputy Postmaster General would be put 
in place so we could start working with them. Now they have put 
in an executive vice president for Human Resources, and that was 
done last week. We will be addressing those issues with her. 

Mr. Owens. Would you say that massive labor- management 
problems are still not a priority, have not been made a priority? 

Ms. Corcoran. They are a priority, by all means. In fact, we 
have devoted a substantial amount of our resources to looking at 
these issues. 

Mr. Owens. On another subject, last year Representative Fattah 
contacted your office and requested an investigation of Postal Serv- 
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ice minority procurement opportunities. Your report revealed that 
the Postal Service did not enforce its requirements that contractors 
submit subcontracting plans and encourage including minority sub- 
contracts. It also showed that contracting officers use their discre- 
tion in deciding when to comply with requirement, and that minor- 
ity contracts have declined annually since fiscal year 1994. 

To your knowledge, has the Postal Service b^un to reverse the 
decline of the minority contracting opportunities? Has the Postal 
Service adopted any of the recommendations contained in your re- 
port? 

Ms. Corcoran. Yes, they have. While we have not done a follow- 
up review as of yet, we have been keeping tabs on this, what the 
Postal Service has done in this area, while we've been doing other 
contracting areas. We will eventually be doing a followup audit, 
probably toward, spring of next year. We want to give Postal Serv- 
ice long enough to actually put processes in place. 

Also, Congressman Davis, you had mentioned earlier today your 
concern about minority contracting for advertising. We are going to 
be doing a local advertising job this year. We will be looking at 
whether or not minorities are given the same opportunity to com- 
pete for advertising as well as other individuals. 

Mr. Owens. You'll be recommending those things, or there is al- 
ready a commitment from the top that those things will be done? 

Ms. Corcoran. We will be looking to see whether or not Postal 
has an adequate program in place to assure that minorities are in- 
cluded in local advertising. 

Mr. Owens. The commitment has been made; they have said 
they would put an adequate program in place to correct this. That 
commitment has been made already. 

Ms. Corcoran. No, not to my knowledge. 

Mr. Owens. You're going to recommend it. 

Ms. Corcoran. Well, I cannot say what we will recommend until 
we've done the review. But we will look to see whether or not they 
have adequate controls in place. And if they don't, then we cer- 
tainly will make recommendations to assure that minorities are 
adequately included within the contract's consideration. 

Mr. Owens. Thank you. 

Mr. McHugh. The vice chairman of the subcommittee, the gen- 
tleman from South Carolina, Mr. Sanford. 

Mr. Sanford. Thank you, Mr. Chairman. I want to apologize. I 
may have to run in just a second. 

I guess my question would be for you, M r. Ungar, that if you look 
at this as a theoretical question, but H.R. 22, for instance, the 
whole debate about the bill has been tied to, you know, what do 
we do to prepare the Post Office for what's coming its way; and I 
think that j ohn created the perfect bill given the political confines 
he had to deal with. 

In other words, I don't think you could have crafted a finer bill, 
given the political reality that exists on the Hill and with the dif- 
ferent constituents tied to Postal. My question would be, assume 
you're just a raging idealogue, which is where I would be, not tied 
to the political reality that j ohn has to deal with on a daily basis, 
if you were to look at it from that perspective and you look at the 
problems confronting the Post Office, would your goal be, in this 
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perfect world, to deal more with the cost side or on the revenue 
side, increasing revenue as a way of fixing the problem or decreas- 
ing cost? 

Mr. Ungar. That's a tough question. I think I would focus first 
on cost, but let me ask Ms. Anderson to address that more fully. 

Ms. Anderson. I would think that the Postal Service would real- 
ly need to focus on both. And you'll find that they have goals and 
they have strategies in their performance plans that I think really 
go to trying to achieving gains in both areas. And obviously the 
more successful they are in reducing their costs, that would put 
less pressure on the need to find additional revenues. But I think 
the efforts really have to go toward both sides. 

Mr. Sanford. One of my struggles has been, if you look at the 
cost part of the equation and you look at labor costs as measured 
against other private sector competitors— and again it's not a per- 
fect match-up, given universal service and other constraints that 
the Postal Service has— would you really focus in on the labor por- 
tion of the cost segment? 

Would that be a big star as you look at cost structure, Mr. 
Ungar? 

Mr. Ungar. Well, it has to be looked at, sir, because obviously 
there are different percentages, but it's roughly in the 80 percent 
area, plus or minus, that constitutes a cost. So I don't know how 
the Postal Service would be able to make any substantial progress 
without somehow addressing that. 

Now, exactly how it's going to do that is a real challenge. As we 
indicated, productivity over the last many years hasn't significantly 
improved despite, you know, the amount of money that's gone into 
automation and capital improvement. Maybe that will change 
somewhat in the future as more progress is made. But I don't know 
how it's going to make substantial progress without looking some- 
how at the labor portion of that. 

Mr. Sanford. What would be benchmarks that you would see in 
the private sector in terms of productivity gains with private sector 
competitors in mail-related businesses? 

Mr. Ungar. I would presume you would have to look at organiza- 
tions like Federal Express. If you are talking about individual com- 
panies, I would presume it would be those organizations that are 
involved in the same type of activity. Now, maybe foreign counter- 
parts might be another. 

Mr. Sanford. Do you have any of those? Would you have any 
feel for what kind of productivity gains they've been looking at? 

Mr. Ungar. We have not addressed that, sir. 

Ms. Anderson. We haven't looked at the private sector. 

Mr. Ungar. We haven't looked at that aspect of foreign postal or- 
ganizations and what kind of data they have. 

Mr. Sanford. I thank the chairman. 

Mr. McHugh. I thank the gentleman. 

Mr. Ungar, as I said in my earlier comments, many of us ex- 
pected this type of challenge that you generally outline in your re- 
port. But most of us thought it was some time away; we thought 
the wolf was out in the woods. I think you're showing us that if 
the wolf isn't at the door, he may in fact be coming up to the front 
steps. 
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I want to probe what you said a little bit earlier, because it may 
be worse than that. If I heard you correctly, you talked about the 
Postal Service's financial plan for next year, 2000, their projection 
of $100 million net revenue. I believe I heard you say that the fac- 
tors on which that $100 million is predicated are, shall we say, op- 
timistic, a 1 percent reduction in work hours, which goes against 
everything that we see in the workplace structure, in the numbers 
of stops, numbers of employees; 3.1 percent productivity increase, 
as opposed to an entire 9 percent increase since 1972, or 25 years. 

So I believe what you're suggesting in your very judicious way 
is that $100 million based on $62 billion of revenue— I wish I had 
a $100 million in my back pocket. But if your entire budget is $62 
billion, $100 million is not an enormous amount of money, so that's 
pretty optimistic. 

Is that what I heard you say? 

Mr. Ungar. In our conservative way, I think so, yes. Although, 
again, predicting the future is awfully difficult, as you know. That's 
why we label this as a challenge and a fairly formidable challenge, 
because the forces seem to be going in the opposite direction. 

Now, maybe there will again be some very big payoff that we're 
not seeing in some of the automation and capital improvements. 
But it would certainly seem to take— I hate to use the word "mir- 
acle," but it would certainly take some significant event or series 
of events that would appear to enable the Service to achieve its 
goal. Again, it certainly may do that, but it looks like a fairly sig- 
nificant challenge for all the reasons that we both cited. 

Mr. McHugh. I understand that. I have been in government for 
nearly 30 years now and I know what it is to make 5-year budget 
projections and look 6 years back and laugh like crazy, no doubt 
about it, but we have to make certain assumptions. 

But the point that I think needs to be kept in mind here is that 
a lot of good folks are here this morning because of, in large meas- 
ure, what your analysis found. And I think they're here because 
they wanted to try to better understand how it is that now, within 
a timeframe as short as 3 years, we could have a problem facing 
the Postal Service that could total $17 billion, nearly 30 percent of 
its total operating revenues. 

What I 'm suggesting is, if you just forget about the 3 years from 
now when that $17 billion is driven largely by the challenge from 
electronic commerce and electronic communication, you've actually 
got a Postal Service that could be in big, big trouble starting as 
early as next year. I think in terms of what this subcommittee has 
been trying to do for the past 5 years, and, as the vice chairman 
said, as we've tried to react to the practical and the political reali- 
ties of passing a bill in this town, 3 years, 2003 is just around the 
corner. Next year, for all intents and purposes, is here today. 

So I think the message for this morning has to be, we don't have 
a lot of time anymore. The Congress has to be a part of this. We 
owe it to the Postal Service, but more importantly, we owe it to the 
American people. 

The Postal Service itself has problems that it needs to meet head 
on. As Ms. Anderson said, there are certain cost constraints and 
cost problems that they can and should meet internally. But this 
is going to take some serious resolve by this Congress and by the 
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Postal stakeholders, a lot of whom are in this room today and a lot 
of whom I don't think truly believe the urgency of the problem. But 
I hope they're beginning to reassess this morning. 

So, with that, we do have the Postmaster General. We've taken 
up almost 2 hours of your time, and I deeply appreciate your being 
here. 

Ms. Corcoran, particularly, I've got a whole lot of questions I 
want to ask you. But with both of your indulgence, we'll submit 
those for the record. 

[The information referred to follows:] 
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Karla W. Corcoran 
Inspector General 


February 3, 2000 


The Flonorable John M. McHugh 
Chairman, Subcommittee on the Postal Service 
Committee on Government Reform 
House of Representatives 
Washington, DC 20515-6143 

Dear Chairman McHugh: 

Attached is our response to followup questions from my oversight testimony 
before the Subcommittee on October 21 , 1 999. We appreciate the opportunity 
to address your inquiries and provide you with this additional information. 

If you have any questions regarding our response, or need further assistance, 
please contact our Director of Congressional and Public Relations, Ms. Laura 
Whitaker, at (703) 248-2347, or me at (703) 248-2300. 


Sincerely, 



Attachment 


1735 N Lynn St 
Arlington VA 22209-2020 
(703) 248-2300 
Fax: (703) 248-2291 
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Office of Inspector General, United States Postai Service 
Responses to Questions 

Submitted by the House Subcommittee on the Postai Service 
Following up on the October 21, 1999, Oversight Hearing 


Major Challenges 

Question 1 

The Office of the Inspector General (OIG) has been in operation since January 6, 1997. 
Since that time the OIG has staffed up and developed an infrastructure and budget. 

The OIG appears to have established a strong presence and has made significant 
findings and recommendations in support of Congress, the Board of Governors, 
management and the employees of the Postal Service. The Inspector General’s 
statement provides clear evidence that the OIG has made remarkable progress and 
particularly within the last six months when the OIG issued over 50 reports with 
monetary benefits of over $1.1 billion. It is clear that Congress’s establishment of a truly 
independent Postal Service Inspector General has resulted in greater economy, 
efficiency and integrity. The Subcommittee would like to know how the OIG plans to 
build on its success. 

(a) What are the major challenges that you face in meeting your responsibilities in the 
coming year? 

Response 

The OIG’s biggest challenge is educating Postal Service management on the 
independence of the OIG. The OIG also needs to continue educating Postal 
management on the OIG’s authorities, roles, and responsibilities; and its duty to report 
any significant issues to the Postal Service Governors and to Congress. In addition, the 
OIG must continue to gain expertise on Postal Service programs in order to add value 
to the Postal Service by providing meaningful results on a timely basis. Further, the 
OIG needs to finalize a process for resolving issues about which the OIG and Postal 
management disagree. The OIG is also sensitive to the need to make the results of its 
work publicly available without affecting the Postal Service’s competitive position. 

Internally, the key challenges facing the OIG include continuing to build an infrastructure 
by hiring additional talented and diverse staff, develop OIG processes, policies, and 
procedures, and promote the OIG’s values and culture. At the same time, the OIG must 
continue to forge ahead with its mission while being sensitive to myriad demands being 
placed on its employees in an evolving environment. 
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(b) What areas of postal operations do you believe are high-risk and warrant close 
monitoring? What are your upcoming pians for reviewing these areas? What areas 
do you see where improvements have been made? 

Response 

The mission of the Postai Service is to provide prompt, reliable, and efficient universal 
mail service at reasonable rates. To fulfill this mission, the Postal Service’s goals are to 
satisfy its customers, improve employee and organizational effectiveness, and 
strengthen financial performance. To achieve these goals, the OIG believes the Postal 
Service must address six significant areas: 

• remaining competitive in a dynamic environment; 

• leveraging technology; 

• ensuring data reliability; 

• enhancing financial and operational performance; 

• increasing customer service and satisfaction; and 

• improving the work climate and labor relations. 

In its FY 2000 Annual Performance Plan, the OIG planned assignments to address 
each of these areas. For example: 

• In the area of competition in the marketplace, the OIG plans to assess the use of the 
“Electronic Postmark” in establishing a Postal Service role in internet commerce, 
evaluating strategic and operational planning for electronic commerce, and 
reviewing the status of PC Postage and its potential for revenue generation. 

• In the area of leveraging technology, the OIG plans to assess efforts to establish a 
Postal-wide computer security program and other critical infrastructure initiatives and 
to examine specific aspects of internet security. 

• In the area of data reliability, the OIG plans to evaluate the accuracy and reliability of 
the External First Class Measurement System, examine the integrity and reliability of 
data used to compute Total Factor Productivity, and monitor implementation of the 
Government Performance and Results Act. 

• In the area of financial and operational performance, the OIG plans to determine the 
effectiveness of the process for making major investment decisions within the Postal 
Service Decision Analysis Reports, determine whether the Mail Transportation 
Equipment Service Centers are achieving stated performance and financial goals, 
and ascertain if the Postal Service is adequately identifying and appropriately 
handling hazardous material shipments. 

• In the area of customer service and satisfaction, the OIG plans to examine the 
sufficiency and appropriateness of the Priority End-to-End Measurement System, 
and evaluate delivery confirmation to assess whether packages are being scanned 
properly. 

• Finally, in the area of work climate and labor relations, the OIG plans to review 
Postal Service initiatives to improve the organizational climate, assess 
implementation of the Postal Employees Safety Enhancement Act and its impact on 
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the organizational climate and operations, and evaluate the criteria supporting 
violence-prevention strategies. 

The OIG has observed the following improvements made by the Postal Service: 

• In the OIG’s last Semiannual Report to Congress, the OIG identified the Year 2000 
(Y2K) as the most urgent and critical technology issue facing the Postal Service. As 
a result of continuous oversight by the Postal Board of Governors, the Postal 
Service is to be commended for successfully meeting the Y2K challenge. With only 
minor exceptions. Postal Service critical systems were fully Y2K compliant, and no 
disruption to service occurred. The OIG is encouraged that the Postal Service’s 
business continuity plans have been strengthened, which should facilitate recovery 
in the event of any future computer intrusions or security failures. The Postmaster 
General recently commended the OIG for its role in assisting the Postal Service in 
meeting this critical challenge. 

• The OIG noted that the Postal Service preserved its financial goals for FY 1999 and 
exceeded its “Management Challenge” initiatives through extensive budget 
reductions in Headquarters and field programs. However, the OIG identified 
opportunities for improvement in the budget reduction process. 

• As a result of the Postal Board of Governors’ concern and an OIG audit of the 
Corporate Call Management Program, Postal management slowed the program’s 
implementation process and recognized a potential cost avoidance of $962 million 
through FY 2007. Management agreed to notify the Board of Governors of the cost 
reduction and of future cost reductions as they are realized. 

• Based on a number of reviews the OIG has completed in the transportation area, 
Postal management has taken steps to: 

• improve the reliability of the Rail Management Information System; 

• recover costs incurred because of customer delays in returning rail trailers; and 

• reduce costs by converting emergency contracts for highway routes to regular 
routes. 

Managing Requests 

Question 2 

Last year you reported that you were particularly concerned for managing, evaluating, 
and responding to requests. At that time you indicated that more than 2,000 requests 
had been received by your office for further analysis and potential action. 

(a) What is the current backlog of requests and how are you managing the workload? 

Response 

Since reporting to you in September 1998, the OIG has made substantial progress in 
dealing with the high volume of Congressional and public (Hotline) requests for audits, 
investigations, and other relief and information. As the OIG continues to add staff and 
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gain experience, it wiii assess future improvements in processing these requests in a 
timeiy manner. 

Currently, the OIG has reviewed, screened, or determined what actions are needed to 
respond to all requests received. There are approximately 600 open requests that are 
currently being addressed: 1 00 from members of Congress and the Postal Service 
Governors and 500 from the OIG Hotline. As a result of the Postal Service Governors’ 
approval of the OIG hiring plan, new auditors, evaluators, and investigators have been 
hired to help the OIG evaluate and perform this work. In addition to hiring more Hotline 
analysts, the OIG now has a full-time Director of Congressional and Public Relations. 

As the OIG indicated last year, large numbers of its requests involve individual 
complaints that can be resolved through contractual grievance-arbitration procedures 
and the Equal Employment Opportunity process. The OIG screens these individual 
cases but generally does not review the circumstances of the request. Instead, the OIG 
categorizes the individual cases to identify systemic issues. Once a trend has been 
identified, the OIG focuses on performing Postal-wide reviews. The OIG believes that 
by performing systemic reviews rather than individual case reviews, its work will affect a 
larger number of people and have a wider-ranging, more beneficial impact on Postal 
Service operations. 

Meeting Increased Staffing Goals 

Question 3 

For FY 1999 the OIG requested and was granted approval for a staffing level of 480 but 
you indicate that you currently have a staff of a little over 400. In your statement you 
report that the Governors have approved a hiring level of 648 for FY 2000 and, as a 
result, you will have to hire another 245 individuals. This is a significant increase, but as 
predicted in your testimony last year, your staffing needs would change as your 
knowledge of the Postal Service grows. It is clear from your statement today that in 
fact, you have increased the scope and depth of your work over the last year. An 
increase in your staff appears justified and the Governors should be applauded for their 
support. Nonetheless, you fell short of your FY1999 goal to staff up to 480, 

(a) How do you intend to improve your recruiting efforts in order to meet your staffing 
target for FY 00? 

Response 

Hiring qualified, skilled employees who share the OIG values and fit the OIG culture is 
one of the top priorities of the OIG. As of January 17, 2000, the OIG had 424 
employees with 70 candidates currently in the background investigation phase of the 
hiring process. To reach the OIG FY 2000 approved staffing level of 648, the OIG 
needs to hire an additional 154 individuals before June 30, 2000. Because of the 
current competitive job market, the OIG recently appointed a “hiring czar” to focus and 
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consolidate all recruiting efforts. Of the 154 open positions approximately one-third are 
located in major cities where the OIG believes it can quickly identify qualified, skilled 
employees. The remaining 104 positions are in Arlington, Virginia, and Dallas, Texas, 
with over half of these positions targeting recent college graduates. 

The OIG has refined its recruitment strategy to better align the organization with 
sources that best meet its needs, including colleges and universities with strong 
curricula in analytical and writing skills and technology-related fields. The OIG plans to 
increase its participation at professional career fairs and will continue to participate and 
staff booths at professional conferences relating directly to law enforcement or 
evaluator/auditor professions. In addition, the OIG is working on an expedited process 
to hire these individuals. 

The OIG will focus its advertising in professional journals and periodicals. The OIG also 
continues to advertise its vacancies in local newspapers and on the websites of the 
Office of Personnel Management and on the IGNet, which advertises for all federal 
Inspectors General offices. 

The OIG is confident that by implementing these strategies it will improve recruiting 
efforts, reduce hiring time significantly, and meet its FY 2000 hiring goals. 

(b) How is your staff divided among the OIG’s six major organizational units? 

Response 

The following table shows the breakdown of staff among OIG's seven major 
organizational units as of January 17, 2000, and at the end of FY 2000. 


Organizational Unit 

As of 
1/17/00 

Budgeted for 

FY 2000 

Inspector General & Counsel Staff 

24 

33 

Strategic Planning & Quality Mgmt 

41 

64 

Performance 

109 

175 

Revenue & Cost Containment 

118 

181 

Employee 

84 

137 

Customer 

48 

58 

Total 

424 

648 


(c) Please indicate what your staffing level is at each of your field offices including the 
anticipated staffing level at each of the five new offices to be established in FY 2000. 
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Response 

The following table shows OIG's current staff, by office, as of January 17, 2000, and at 
the end of FY 2000. 


Office 

As of 1/17/00 

Budgeted for 

FY 2000 

Headquarters (Arlington, Virginia) 

332 

462 

Atlanta 

10 

17 

Dallas 

44 

79 

San Mateo 

13 

21 

St. Louis 

14 

18 

Minneapolis 

8 

20 

Chicago 


9 

Denver 

1 

6 

Los Angeles 

1 

11 

New York 


2 

Raleigh 

1 

3 

Total 

424 

648 


(d) To what extent have increases in your staff allowed you to take over work formerly 
done through audit and audit-related contracts? As a result, has the Postal Service 
reduced its expenditures accordingly on outside auditors? 

Response 

As the OIG has increased its staff, the number of reviews completed has increased. 
The following chart illustrates the extent to which increased staffing has enabled the 
OIG to perform more reviews and issue more reports: 
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The designation of functions between the OIG and the Postai Inspection Service 
approved by the Governors in March 1997 provided that all audit functions assumed 
from the Postal Inspection Service by the OIG would be transitioned to the OIG by FY 
2001 . Because of the increase in staff, the OIG was able to assume all the agreed 
upon functions by June 1999. 

The OIG is currently discussing with the Postal Inspection Service assuming additional 
audit functions as a result of the Inspection Service’s decision to discontinue performing 
audits based on the OIG audit entitled, “Classification of Inspection Service Personnel 
Performing Audits.’’ The OIG anticipates the need for an increase in staff and funding to 
assume these additional audits. 

The primary audit contract for the Postal Service continues to be the Financial 
Statement Audit, which is contracted to an independent external public accounting firm 
by the Governors. Title 39 gives the Governors the responsibility for contracting this 
service with an independent public accounting firm. The Governors view this as one of 
their primary responsibilities, and have elected to retain this responsibility. Therefore, 
the expenditures for outside audit and audit-related services, to the OIG’s knowledge, 
have not changed. 

Audits and Audit-Related Services 

Question 4 

Last year you also expressed particular concern for controlling postal management 
contracts for audits and audit related services. You also reported that you were working 
with senior management to more fully define what constitutes audit and audit related 
services within the Postal Service. 

(a) What has been done to control audit and audit-related service contracts? Have you 
and senior management been able to more fully define what constitutes audit and 
audit related services? Has the IG taken over primary responsibility for audits? 

Response 

The OIG assumed primary responsibility for all audits following its establishment. To 
reaffirm this responsibility, in January 1999 the Postmaster General issued a 
memorandum to officers of the Postal Service which (1) notified the officers that the OIG 
is responsible for all Postal Service audits, and (2) established procedures for 
management request audits. Further, in July 1999, the Postal Service Administrative 
Support Manual identified the OIG as an independent entity and described its authority 
and responsibility to conduct audits. Although the OIG originally delegated specific 
audit responsibilities to the Inspection Service, the Inspection Service decided in 
September 1999 to no longer perform “Yellow Book” audits. The OIG is currently 
reviewing the impact of this decision to determine what additional audit coverage will be 
provided by the OIG. 
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The OIG has expressed concern about the Postal Service’s reliance on contracts for 
audit and audit-related services. However, the January 1999 memorandum from the 
Postmaster General to officers of the Postal Service was a significant step in 
highlighting the OIG’s responsibility for these engagements. The situation was further 
remedied tjy the March 1999 letter from the Postmaster General expressing concern 
about the Postal Service’s growing reliance on consulting services and other contracting 
methods used to supplement the administrative workforce. While the OIG has not 
recently performed a detailed review to evaluate whether management is continuing to 
rely extensively on audit and audit-related contractors, it believes the practice has 
diminished. The OIG will continue to monitor the reliance on such contracts and remind 
management of its responsibility for audits within the Postal Service whenever 
warranted. It will also assist management in more fully defining audit and audit-related 
services. 

Contracting Officer’s Representatives 

Question 5 

You reported that the OIG became Co-Contracting Officer's Representative for the 
financial statements. Last year you reported that the Governors were considering your 
request to be designated as the sole contracting officer's representative for the financial 
statement certification contract in FY 1999. 

(a) Is your request pending before the Governors for FY 2000? If the Governors have 
determined that the OIG should not be the sole COR, how do you believe this will 
impact your ability to meet your audit responsibilities under the Inspector General 
Act? 

Response 

In March 1999, the Governors approved the Audit Committee's recommendation to 
have the OIG serve jointly with Corporate Finance as the Contracting Officer's 
Representative for the anhual finahcial statement audits. Under Title 39, the Board of 
Governors has sole authority to hire and retain the external auditors responsible for 
certification of the financial statements. In our new capacity as Co-Contracting Officer’s 
Representative, the Governors recently sought and received the OIG’s advice on the 
terms for extending the independent public accountants’ contract. We will continue to 
evaluate the effectiveness of this joint arrangement. 

Designation of Functions 

Question 6 

One of your major challenges has been to determine the designation of functions 
between OIG and Postal Inspection Service. 
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(a) Do you believe this issue has been resolved or are there some issue areas that are 
still in dispute or uncertain as to whether your office or the Inspector General [Postal 
Inspection Service] has responsibility? 

Response 

In March 1997, the Governors approved the original designation of functions between 
the Postal Inspection Service and the OIG. The designation of functions delegated 
many OIG responsibilities to the Inspection Service, allowing audits and investigations 
relating to fraud, waste, abuse, and mismanagement to oontinue without interruption. In 
1 999, the Chief Postal Inspector and the Inspector General agreed to reconsider the 
original designation of functions. By this time, the OIG had gained knowledge of Postal 
operations and believed that some core OIG responsibilities previously delegated to the 
Inspection Service should be revisited. 

During the summer of 1999, discussions that focused primarily on investigations were 
held between the OIG and the Inspection Service. Generally, the OIG and Inspection 
Service representatives agreed on the areas of responsibilities. These discussions 
were never finalized because the OIG was conducting an audit of “Classification of 
Inspection Service Personnel Performing Audits,” which was finalized in the fall of 1999 
and resulted in the Inspection Service decision to divest itself of “Yellow Book” audits. 

As a result of this decision, the OIG is reevaluating all functions delegated to the 
Inspection Service. The OIG plans to discuss its evaluation with the Inspection Service, 
Postal management, and the Governors in the near future with an anticipated result of a 
revised designation of functions by summer. The OIG will keep Congress informed as 
to the progress of these discussions. 

Since the original designation of functions, one major point of disagreement between 
the Inspection Service and the OIG has been whether Grade 15 Postal Inspectors are 
subject to OIG executive investigations. At the time of the original designation of 
functions, it was agreed that the OIG would investigate all Postal Career Executive 
Service (PCES) Inspection Service employees, including those paid at the Grade 15 
level. After the designation, the Inspection Service changed its pay banding, which 
resulted in some PCES employees becoming Senior Executive Service; others became 
Grade 15. The Inspection Service has opposed the OIG investigating former PCES 
employees who are now Grade 1 5. Recently, the Inspector General spoke to the new 
Chief Postal Inspector about this concern but the issue has not yet been resolved. 

(b) Have you met with the newly appointed Chief Postal Inspector to address pending 
issues regarding designation of functions? 

Response 

The Inspector General has met with the new Chief Postal Inspector and briefly 
discussed pending issues regarding designation of functions. In the course of these 
discussions, they agreed to resume the teambuilding meetings begun last year with the 
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former Chief Postal Inspector. At these meetings, the OIG and the Inspection Service 
will address important issues that directly affect the daily operation of both offices, such 
as the designation of functions. 

Priority Mail Processing Center Network 

Question 7 

You established that processing mail through the contractor-operated Priority Mail 
Processing Center Network did not significantly improve on-time performance but did 
cost the Postal Service $101 million (or 23 percent) more, than to process it in-house. I 
find this to be a very important finding and may call into question whether this and other 
contracting out initiatives by the Postal Service makes sense. 

(a) Please elaborate on your findings and recommendations. What caused these higher 
costs? Has management accepted your findings and have they agreed to your 
recommendations? 

Response 

As reported in the audit and subsequent testimony, the Postal Service spent more to 
process Priority Mail through the Priority Mail Processing Center Network than it would 
have spent to process the same volume in-house. This occurred primarily because the 
Postal Service still bears the costs for accepting and delivering Priority Mail processed 
through the Network. In addition, the contractor was paying a higher rate to ship priority 
mail on commercial airlines than the Postal Service’s air system contract rate. Postal 
Service officials have indicated they anticipated that a dedicated Network would be 
more expensive than the conventional approach. However, from a cost-benefit 
standpoint, they believed improved service would justify increased costs. 

During the audit, the OIG also evaluated the performance of the contracted Network. 

The OIG discovered that the Network was not meeting the overall delivery rate goals 
referenced in the contract. In fact, the audit revealed that the “within two-day” delivery 
rate for Priority Mail processed through the Network exceeded the rates for similar non- 
contracted operations within the Postal Service by a range of only about 2 to 4 percent. 
The OIG was unable to make a direct comparison of delivery rates within the Network 
area before and after the contract because Postal Service officials did not document a 
pre-contract performance baseline for the region. Instead, the OIG asked officials in the 
Postal Service Consumer Affairs Office to determine service scores for ZIP Code 
clusters similar to those in the region covered by the Network, Officials identified seven 
ZIP Code clusters in the mid-west and six ZIP Code clusters on the West Coast similar 
to the Priority Mail Processing Center Network ZIP Code clusters. The OIG compared 
the service scores for Priority Mail processed entirely by the Postal Service in these 
clusters with the service scores for Priority Mail processed through the Netv/ork in 
deriving the 2 to 4 percent differential. 
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Postal management generally agreed with the OIG recommendations. However, they 
disagreed with some of the findings and took exception to the methodology the OIG 
used to derive service score differentials. Management also expressed their concern 
that the audit was conducted during the pilot phase of the program and viewed many of 
the findings and recommendations as premature. The OIG plans a followup review of 
the Priority Mail Processing Center Network during the coming year. 

Point of Service ONE and Tray Management Systems 

Question 8 

You looked at the Point of Service (POS) ONE System which is to replace outdated, 
integrated retail terminals at post offices nationwide as well as the Tray Management 
System (TMS) which automates the moving and staging of mail between sorting 
operations. You found that both systems had faulty system development practices and 
premature deployment. You found that this resulted in additional costs to the Postal 
Service and that POS ONE did not fully meet desired results and benefits. You 
indicated that your review of the TMS is yielding similar results. Both of these 
technologies alone are projected to cost the Postal Service over $1 billion combined. 

As the Postal Service is depending on these systems to improve operations and 
generate key information, failure to effectively deploy these systems will have a serious 
impact on the vision of a Postal Service information platform. 

(a) Please elaborate on your findings and whether management is taking corrective 
action to avoid major problems in the future. 

Response 

POS ONE 


The OIG audit of POS ONE disclosed that the system was not fully achieving the 
desired results and benefits outlined in the Decision Analysis Report approved by the 
Postal Service Board of Governors. In addition, Postal officials reduced the number of 
days allocated for testing the POS ONE software. 

Some of the more significant problems the OIG observed relating to POS ONE 
included: 

• the persistence of software and hardware problems despite several updated 
software releases designed to correct them; 

• vendors modifying accountability and retail transaction data to correct accounting 
errors at POS ONE sites without obtaining prior approval by the appropriate Postal 
Service personnel; 

• an increase in the number of accounting adjustments by 83 percent and dollar value 
of accounting adjustments by 500 percent in the three accounting periods after 
implementation as compared to FY 1998; 
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• a 2 percent increase in the work hours of window cierks and a 3.8 percent increase 
in the work hours of accounting staff at POS ONE sites in the three accounting 
periods after impiementation as compared to FY 1998; and 

• new business processes not being sufficiently mature to fully provide customer 
satisfaction and support retail operations. 

Management agreed with the OIG recommendations and has initiated or completed 
actions that should correct the identified problems. They have revised their testing and 
certification process based on the evaluation of an independent contractor, improved 
and implemented controls over and monitoring of accountability changes, and continued 
to work with the vendors to improve the hardware and software deployment process. 
These actions should reduce the chance of major problems occurring in the future. 
However, POS ONE is continuously undergoing modification, and there is no assurance 
that additional problems will be avoided. 

Tray Management System 

The Tray Management System was designed to automate movement and staging of 
mail in Postal Service processing and distribution centers. In December 1998, the 
Postal Service Board of Governors approved the Tray Management System Phase III 
Decision Analysis Report Modification Request for $497 million to install the system at 
23 sites. 

The Tray Management System has proven to be a significant and challenging 
automation initiative for the Postal Service. This program has the potential to assist the 
Postal Service in becoming a leader in implementing and integrating mail-processing 
technology in the next century. Despite the progress made to date in designing and 
deploying the Tray Management System, the OIG audit identified several issues that 
warrant management’s attention. Management is currently reviewing the OIG draft 
report. When the report is finalized, a copy will be provided to the Subcommittee. 

USPS Quality Control 

Question 9 

Last year the Postal Service reported that to ensure quality in the external mail 
measurement studies it has built-in checks within each process, and quality verification 
checks conducted by a Quality Control team. In addition, following attempts by 
employees to undermine the integrity of the system the Postal Service has increased 
the number of postage meters and changed the test mail pieces to help prevent 
manipulation of the data. 

(a) Has the OIG studied how well these checks and new mail induction procedures have 
enhanced the integrity ofEXFC? 


12 



91 


Response 

While the OIG has not studied how well these checks and new mail induction 
procedures have enhanced the integrity of EXFC, the OIG visited the contractor’s 
facilities where the test mail is processed. The OIG verified that the contractor: 

• increased the number of postage meters, which ensured that each test location 
represented a postage meter with the local ZIP Code; 

• redesigned test mail to include window, various sized, hand-addressed, and 
typewritten envelopes; and 

• established a Quality Assurance Team to conduct, manage, and maintain EXFC 
Measurement System independence. 

Recently, the OIG conducted an audit to determine if the EXFC model was designed to 
be a true representation of First-Class Mail delivery performance. The results of this 
audit are under discussion with Postal management and will be provided to the 
Subcommittee once the report is finalized. The OIG will continue to monitor EXFC and 
conduct appropriate reviews to evaluate the integrity of EXFC. 

External First Class Mail 


Question 10 

The Qffice of the Inspector General issued two reports on EXFC in the first half of FY99: 
Survey of the Results of the South Florida District: EXFC Test Mail (DS-LA-99-001) and 
Survey Results of the Atlanta District: EXFC Test Mail (DS-LA-99-002), These reports 
confirmed in both cases that potential EXFC test mail had been handled separately. I 
understand you are conducting an audit of the PricewaterhouseCoopers external first- 
class test mail program methodology. 1 look forward to that report but in the meantime 
let me ask you some questions. 

(a) What actions have you taken to determine whether such problems reflect, in any 
way, system-wide problems with EXFC service measurement? 

Response 

The objectives of the system-wide audit, currently in draft and under discussion with 
Postal management, are to: 

• evaluate controls established by the contractor for detecting and preventing 
compromise of the EXFC Measurement System, and 

• assess system capabilities to measure First-Class Mail service. 

The OIG found that the contractor has adequate controls in place to execute the EXFC 
system. The audit also disclosed that the EXFC system satisfies several Postal Service 
business objectives and is a useful mechanism for improving First-Class service 
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performance. However, the audit identified several adjustments and improvements that 
could be made in the system to enhance its usefulness and to ensure its results are not 
misleading. 

(b) Has the Postal Service issued any directives to field managers and employees to 
assure that external measurement systems are not corrupted and mail service does 
not suffer from diverting resources to give special treatment to potential test mail? 
Please discuss their actions. 

The Postal Service Consumer Affairs Annual Report stresses the importance that all 
Postal employees contact that office to report any irregularities in EXFC test mail. The 
OIG queried the Postal Service as to what measures they had taken to prevent future 
occurrences of special treatment of EXFC mail. The vice president, Operations 
Planning, responded that the Chief Operating Officer had issued two memorandums 
since May 1996 to the area vice presidents stressing: 

• the importance of integrity; 

• the need to guard against subverting the measuring systems; and 

• the need to share these messages with performance clusters and staff. 

No further directives have been issued since Eebruary 1998. 

(c) How, if at all, have managers who facilitated or in any way encouraged such 
practices been disciplined? 

Response 

The OIG contacted the Postal Inspection Service, which provided the following 
information; 

Thirteen managers have been disciplined as follows: 

• 4 were reduced in grade and reassigned 

• 4 were suspended 

• 3 for 30 days 

• 1 for 14 days 

• 4 received letters of warning 

• 1 received counseling 

The vice president. Operations Planning, substantiated this information and added that 
all employees involved forfeited their EVA bonus payments and did not receive a merit 
increase. 
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Postal Service Response to OIG Recommendations 

Question 1 1 

The Subcommittee is interested in knowing how Postal Service management is treating 
your recommendations. 

(a) In general, what action has the Postal Service taken in response to the 

recommendations in your reports to date? Are you satisfied with its responses? If 
not, what should the Postal Service do to be more responsive? 

Response 

With some exceptions, the Postal Service has been responsive to the OIG audit 
recommendations and advisory suggestions. Management has agreed with a majority 
of our reviews; however, in several instances, management has offered alternative 
solutions to OIG recommendations. In these instances, the OIG and management have 
engaged in dialogue that generally has resulted in alternative solutions agreeable to 
both parties. In a few cases, management and the OIG have not agreed. In these 
cases, the unresolved recommendations remain open. The OIG believes two things will 
improve management’s responsiveness in the future: 

• an audit resolution process (discussed more fully in question 12) will ensure that 
disagreements are resolved - if not by Postal Service management, then by the 
Governors; and 

• as Postal Service officials gain a better understanding of OIG’s roles, 
responsibilities, and the audit process, they will work to resolve disagreements at 
the earliest possible stage. 

Formal Audit Resolution Process 

Question 12 

Last year you discussed the need to establish a formal audit resolution process. I feel 
strongly about this issue. Without such a process many of the important and often 
controversial recommendations made by your office will be left unaddressed, 
undermining the potential value of your office to the Postal Service, 

(a) Has any progress been made to in this area? What, if any, issues need to be 
resolved in order to establish this important process? 

Response 

The OIG has been working with Postal management to formulate a framework for an 
audit resolution process and has reached general agreement about the importance of 
this process and its basic elements. Questions that need to be addressed before 


15 



94 


resolving this issue are identifying the final resolution officials and defining the role of 
the Governors in the process. The OIG anticipates that the proposed process will be 
submitted to the Governors for approval in the near future. Until a process is adopted, 
OIG considers all disagreements with management as “unresolved” and they remain 
“open” in our records and reported as such in the OIG Semiannual Report to Congress. 

Setting Spending Limits on Postmaster Installations 

Question 13 

Last year you recommended that the Postal Service establish a policy setting spending 
limits for events similar to the event to celebrate the installation of the Atlanta 
Postmaster. The Postal Service agreed to develop parameters as to what defined 
“reasonable expense”. 

(a) Were these parameters ever developed? Please summarize them? 

Response 

Yes, the Postal Service did develop parameters. Initially, the Postal Service revised its 
Administrative Support Manual to address the types of expenditures for the postmaster 
installation ceremony, but the Manual did not define what constitutes a reasonable 
amount and did not establish monetary thresholds. The OIG did not view the revisions 
to the Manual as addressing the issue completely because the Postal Service did not 
specify acceptable dollar ranges for installation ceremonies. On October 1, 1998, the 
Postmaster General issued a policy memorandum to Postal Service officers stating 
postmaster installations and retirements are capped at $500 unless an exception is 
given by the Chief Financial Officer. This latest policy has not been incorporated into 
the Administrative Support Manual (updated through October 7, 1999). The OIG is 
following up on this issue. 

(b) Did the OIG deem these parameters are appropriate? 

Response 

The OIG did not evaiuate the appropriateness of the doilar amount, but was satisfied 
that management’s action was responsive. 

(c) Were all headquarters and field units advised of the new guidelines? 

Response 

On October 1, 1998, the Postmaster General issued a policy memorandum to Postal 
Service officers regarding the spending limits. The memorandum also states that the 
Chief Financial Officer is the only person with the authority to authorize an exception to 
this policy. 
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Corporate Call Management Program 

Question 14 

In a recent review of the Corporate Call Management program you advised 
management to recalculate operating costs because of improvements in technology and 
changes in call mix. As a result, management subsequently calculated a potential cost 
avoidance of nearly $1 billion through FY 2007. In a subsequent report you intend to 
determine whether the program objectives are being achieved. 

(a) Was the reduced cost truly the result of improvements in technology and changes In 
call mix? 

Response 

Interactive voice response technology allows a caller to access information without the 
intervention of a call agent. As a result of this new technology, officials now project that 
the number of calls satisfied in this manner would increase from 1 0 million in FY 1 999 to 
78 million in FY 2004. The marginal costs for interactive voice calls is $.10 versus $.93 
for agent-handled calls. Therefore, costs were reduced because of improvements in 
technology and changes in the call mix between agent-handled calls and interactive 
voice calls. 

(b) To what extent did the Postal Service simply overestimate the cost of this new 
program? 

Response 

The overestimation of costs by the Postal Service resulted from an assumption that the 
call volume from one locality could be projected to the national population. The 
program office projected call volume of about 200 million agent-handled calls per year in 
May 1998. The program office now estimates the total call volume will exceed the 
original estimate by about 10 million calls, however 37 percent of these calls will be 
satisfied through automation. 

Postal Service Cost Savings 

Question 15 

You recently reported on opportunities for savings in rail detention cost (the cost to the 
Postal Service for using rail trailers). In that report you noted the lack of reliable data to 
control cost and that the Service was inconsistent in seeking reimbursement from 
detention caused by mailers. In another recent report you found that the Postal Service 
officials did not limit use of emergency highway transportation routes to valid 
emergencies and did not negotiate special reduced rates or monitor excessive 
expenditures. In order for Postal Service managers and staff in the field to be aware 
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and sensitive to cost controi they need to know the cost impiications of their actions. In 
addition, it may be beneficial to have costly decision in some way hit their own bottom 
line. 

(a) Do you believe that Postal Service managers and staff are given adequate 
information with regard to the cost of their decisions? Are these problems indicative 
of a generai iack of cost information at the fieid ievel - information that wouid 
faciiitate better cost controi and accountability? 

Response 

The OIG has not performed a Postal-wide review of cost or distribution data reliability. 
Problems with cost control are attributable to the lack of accessible cost information and 
the lack of financial accountability at the plant level. Mail operations personnel control 
transportation activities but do not have responsibility for managing the transportation 
budget. This is problematic, as the operational goals of mail processing plants take 
precedence over cost containment. 

In the area of rail detention, Postal Service managers are given adequate information 
about the costs of their rail detention decisions. However, this information may not be 
provided to the plant personnel who make routing and dispatch decisions. In the area 
of highway transportation, managers are responsible for authorizing extra trips and have 
access to highway cost reports. However, the staff (headquarters and area 
transportation) managing the transportation budget do not have line authority over the 
mail operations staff, who are responsible for scheduling transportation. 

(b) What kinds of cost information do field managers and staff need in order to perform 
effective cost management at the area, district and local level? 

Response 

First and foremost, field managers need timely and reliable information that is easily 
accessible. Past studies have indicated that data reliability is a real challenge for the 
Postal Service. The OIG evaluates data reliability during the course of its reviews. 

When appropriate, recommendations are offered to management to improve the 
reliability and distribution of data. Moreover, managers and staff need budgeted as well 
as actual costs. 

(c) Can you suggest any incentive systems to reward or penalize postal managers and 
staff for efficient or wasteful spending? 

The OIG has not performed a systemic review of this issue; therefore, it cannot propose 
a Postal-wide solution. However, the OIG is reviewing the Postal Service’s Economic 
Value Added Program and will assess its value in terms of rewarding or penalizing 
postal managers and staff on the basis of performance. The OIG will provide a copy of 
the results of this review upon its completion. 
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Electronic Commerce 


Question 16 

Last year you indicated that you formed a specialized unit to evaluate the electronic 
commerce area. Apparently, as indicated in your statement, you are “up to task” as far 
as helping the Postal Service become successful in this most challenging undertaking. 
You indicate that you are aggressively addressing the electronic commerce issue. But 
unfortunately in the postal world (and the real world too) the past is often prologue. 

(a) Has the OIG electronic commerce unit evaluated prior forays by the Postal Service 
into the electronic communications age such as ECOM and Electronic Commerce 
Services - a service that lost $20.3 million since inception according to the GAO? 

Response 

The OIG has not evaluated prior Postal Service initiatives into the electronic commerce 
area. However, the OIG has looked at recent initiatives such as POS ONE and Mailing 
On-Line, and currently is preparing to review the new PC Postage Program, The OIG 
electronic commerce team previously focused on the Y2K initiative, which was a time 
sensitive, high priority assignment. The team is now redirecting its efforts and is 
completing a global identification of prior initiatives, major systems, and emerging 
issues that warrant audit attention. Based on the ievel of risk identified, these systems 
will be considered for upcoming audit coverage. 

(b) Has the OIG formed any views on the challenges facing the Postal Service in the 
area of electronic commerce and ways to avoid the difficulties encountered by the 
Postal Service in the past? 

Response 

The Postai Service faces many challenges in the area of electronic commerce. These 
challenges include: 

• implementing a strategy for leveraging electronic commerce in executing its mission; 

• developing and implementing electronic commerce systems; 

• building the information technology infrastructure to support electronic commerce; 

• ensuring the integrity and security of electronic systems and transactions; 

• creating business partnerships and alliances; and 

• ensuring privacy to customers and business partners. 

The OIG, as it conducts work in this area, will attempt to identify ways to assist the 
Postal Service in avoiding the difficulties they have encountered in the past. 
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IVIanaqement-Labor Relations 

Question 17 

One of the long-standing major challenges for the Postal Service is improving 
management-labor relations, 

(a) Describe any studies that the Office of Inspector Generai (OIG) has compieted 
rotated to postal labor-management relations for fiscal year 1 999. What have been 
the overall results of those studies? 

Response 

In FY 1999, the OIG completed 30 reports and approximately 63 Congressional 
responses concerning labor-management issues, including the grievance and 
arbitration process, workplace environment, Equal Employment Opportunity (EEO), 
violence in the workplace, health care, and the Postal Employees Safety Enhancement 
Act. The OIG has identified the improvement of the labor management area as one of 
the major performance and management challenges that must be addressed if the 
Postal Service is to remain competitive in the 21®^ century. The OIG has found that 
working in this area is extremely difficult because of the vast workforce and 
decentralization of labor management. For example, policies and procedures are 
developed in Headquarters and their implementation is inconsistent from postal facility 
to district to area. 

in addition, since inception the OIG has received over 2,500 individual labor 
management complaints. Because of the emotional involvement, potential financial 
impact, and the length of time to resolve these issues for the employee, it is important 
that the OIG’s involvement in this area be meaningful and positive. Therefore, the 
approach the OIG has developed to deal with the sheer magnitude of complaints is to 
focus primarily on systemic issues and conduct Postal-wide reviews. These reviews are 
designed to identify and short circuit potential problems that can detract from a healthy 
and productive work environment. The following describes some of the OIG’s efforts in 
the area of labor management. 

In the area of grievance and arbitration, the OIG found that Postal management had not 
adequately resolved workplace disputes before they became formal grievances. The 
OIG also found that a comprehensive management information system to capture 
nationwide statistical case data had not been implemented. Further, the OIG noted that 
arbitration procedures were not administered as required by the national agreements. 

In the area of workplace environment, the OIG found instances where Postal 
management did not investigate claims of sexual harassment and retaliated against an 
employee for participating in an OIG review. The OIG has received numerous 
complaints concerning unwarranted discipline, harassment and intimidation, and hostile 
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working environment. Whiie the OiG has yet to perform systemic reviews of these 
issues, site specific OiG reviews have substantiated instances of these compiaints. 

in the area of EEO, the OiG has conducted one audit that revealed that pre-compiaints 
and formai compiaints were not processed by Postai management within the required 
time frames as established by law. These delays were attributed to insufficient staffing 
and high turnover in key positions. 

In the area of workplace violence, the OIG found that Postal employees and managers 
have generally not been trained adequately in dealing with violence in the workplace. In 
addition, the OIG found that Postal management was not effectively implementing their 
violence prevention and response program. The Postal Service has developed violence 
prevention policies and procedures, which are outlined in the Threat Assessment Guide 
and the Crisis Management Plan. The OIG has initiated a broad review of the Postal 
Service’s implementation of these policies and procedures, which is scheduled to be 
completed this year. 

in the area of health care, the OIG reviewed a district process for submitting, 
controverting, and challenging injury claims. The results of this review have provided a 
basis for future health care assignments. Further, the OIG has initiated several audits 
to determine the impact of the Postal Employees Safety Enhancement Act. 

The details of the completed reports are described in the last two OIG Semiannual 
Reports to Congress. 

(bj To what extent have any of your recommendations or suggestions for improvement 
been addressed or implemented by postal management? 

Response 

The OIG has made 49 recommendations and suggestions to Postal management 
concerning labor management issues. Postal management has agreed to many of the 
individual recommendations in the labor management area. However, the OIG is 
concerned about: 

• the tone of many of management’s responses; 

• the inconsistent responses among various levels of management over the same 
issues; 

• the defensive posture the Postal Service takes in regard to the questionable actions 
of its managers; 

• management not agreeing to take action on a number of recommendations 
/suggestions that could have major impact on labor management relations; and 

• Postal management, generally, not taking corrective action against managers who 
do not follow policies and procedures. 
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At this time, no foilowup has been performed to verify improvements made by Postai 
management. However, the OiG beiieves that the Postai Service needs to appiy the 
same standards of conduct to managers that they appiy to craft empioyees. This 
inciudes ensuring that managers’ personal behaviors comply with the Zero Tolerance 
Policy on violence in the workplace. 

Equal Employment Opportunity 

Question 18 

Another important concern is whether the Postal Service is treating its empioyees and 
prospective empioyees in a non-discriminatory manner. 

(a) What reviews has OIG completed that addressed diversity issues, including such 
matters as sexual harassment and EEO training, the EEO compiaint process, and 
recruitment and hiring practices? 

Response 

The OIG Hotline and Congressional offices receive many individual complaints 
regarding workplace environment issues. These complaints include discrimination, 
recruiting and hiring processes, hostile work environment, and other similar issues. As 
a new agency, the OIG undertook individual reviews to develop a greater understanding 
of the Postai culture and to establish a working relationship with Postal management to 
ensure that employees’ concerns are addressed. In FY 1999, a total of 42 audits and 
individual reviews were done in this area. In a majority of these reviews, the OIG made 
suggestions to Postal management on ways to improve the workplace environment. 

In FY 1999, over 60 percent of the 478 individual complaints received by the OIG 
concerned workplace environment issues. Because of the magnitude of individual 
complaints received, the OIG refined its review process and, generally, no longer 
performs work on allegations involving individual employee issues that can be resolved 
through administrative procedures such as EEO. Instead, the information the OIG 
receives is used to determine systemic issues and areas for potential review. In this 
regard, the OIG has conducted six major reviews in four areas, EEO complaint 
processing, discriminating hiring practices, retaliation, and workplace climate. In FY 
2000, the OIG plans reviews to evaluate the effectiveness of workplace climate 
assessments and the Postal Service’s initiatives to improve the organizational climate. 

In addition, the OIG will be including recruitment as part of its continuing EEO work. 

The OIG will continue to monitor data collected from Hotline and Congressional 
correspondence to identify other areas for review, 

(b) What have been the overaii results of those reviews? To what extent have any of 
your recommendations or suggestions for improvement been addressed or 
implemented by postal management? 
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Response 

The overall results of our reviews indicate that Postal management needs to improve its 
treatment of employees and the processes used to handle employee complaints. 
Management has agreed with many of the individual recommendations and suggestions 
that we made. However, we have not performed extensive followup to verify that 
improvements were made. If management has implemented the recommendations/ 
suggestions to which they agreed, the following actions have been taken: 

• staffing adjusted when necessary to meet complaint volumes; 

• technical support provided to improve complaint processing; 

• controls improved over compliance with settlement agreements; 

• workplace climate assessments performed; 

• action plans to address workplace environment issues prepared and implemented; 

• reiteration to management personnel that retaliation against employees is prohibited; 

• managers reassigned where findings supported a conclusion of harassment; and 

• supervisory and performance training provided when warranted. 

The OIG is concerned about the Postal Service’s defensive posture when our findings 
question the actions of its managers. Further, Postal Service’s inaction on some of OIG 
recommendations may have a negative impact on efforts to improve strained labor- 
management relations. 

In the Postal Service's FY 2000 Annual Performance Plan, it states that the OIG labor 
management reports are used by Postal management to aid and measure Postal 
success in meeting performance goals and improving their understanding of employee 
issues and concerns. 

Postal Employees Safety Enhancement Act of 1998 

Question 19 

Under the Postal Employees Safety Enhancement Act of 1 998, OSHA may now issue 
the Service citations and levy monetary penalties for noncompliance. 

(a) Has OIG assessed the Postal Service's progress in complying with the Postal 
Employees Safety Enhancement Act and, if so, what conclusions has it reached? 

Response 

The OIG has begun several reviews of the Postal Service’s implementation of Postal 
Employees Safety Enhancement Act, which mirrors the Occupational Safety and Health 
Act (OSHA) requirements, and the impact this will have on the Postal Service’s 
organizational climate and operations. Currently, the OIG has a draft report on a 
midwest facility. Once the draft is finalized, it will be provided to the Subcommittee. 
These reviews will identify substandard facilities and the risk of being fined for non- 
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compliance with OSHA rules and regulations. The OIG believes an independent review 
of these issues will provide the Postal Service with information that can improve 
workplace safety and reduce potential liability. 

(b) Has OIG looked into how much the Postal Service may have to spend to bring its 
operations into compiiance with the Postal Employees Safety Enhancement Act and, 
if so, what did it find? 

Response 

The OIG has not identified how much the Postal Service will have to spend to bring its 
operations into compliance with the Act. However, the OIG reviews will attempt to 
identify systemic issues to assist the Postal Service in mitigating its potential for liability. 

Breast Cancer Research Stamp 


Question 20 

In a September 30, 1998, report to the Service’s Chief Financial Officer and Chief 
Marketing Officer, OIG observed that the Service needed to better define and track the 
costs to be deducted from the semipostal Breast Cancer Research Stamp’s 7-cent 
surcharge. 

(a) What steps has the Service taken to implement this recommendation? 

Response 

The OIG is currently conducting a second audit in this area. The objective of this review 
is to determine if the Postal Service has implemented the semi-postal stamp program in 
accordance with the Stamp Out Breast Cancer Act. This draft will be issued in February 
2000. In the draft report, the OIG has identified concerns regarding whether the Postal 
Service recovered adequate and appropriate costs prior to remitting proceeds to the 
recipient agencies. A copy of the final report will be provided to the Subcommittee. 

(b) Has the Service appropriately defined, tracked, and deducted its reasonable costs 
before turning over monies from the stamp’s surcharge to NIH and DOD for breast 
cancer research? 

Response 

The ongoing audit discussed in 20(a) will address this issue and offer recommendations 
to management as appropriate. 
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Contracts 

Question 21 

As indicated in your statement, the Postal Service relies on strong financial 
management to control costs. The Service purchased $8 billion in goods and services 
and spent an additional $1,2 billion for contracts to repair, renovate, and construct 
facilities. 

(a) What is your assessment of the Service's contracting procedures? Are there areas 
where improvements may be needed? 

Response 

The Postal Service has greater contracting discretion than other Federal agencies. 
While this discretion often facilitates sound and efficient procurement practices, DIG 
reviews have nonetheless revealed that improvement is sometimes warranted in the 
following areas: 

• consistency in contracting practices; 

• clarity of some contracting policies; 

• integrity of some Postal Service's procurement operations; 

• communication of best practices; 

• efforts to attract and contract with minority and women-owned businesses; 

• pre-qualification of contractors; 

• determination of fair and reasonable contract prices; 

• contract administration; 

• evaluation of contractor performance; and 

• certification of invoices for payment. 

In addition, OIG audits have consistently shown the need for the Postal Service to 
provide appropriate supporting documentation and greater adherence to existing 
policies and procedures. 

Revenue Generation 


Question 22 

You found that the International Business Unit failed to have key processes in place to 
achieve its projected revenue goals. In one international mail case alone you discovered 
that the Postal Service failed to collect nearly $20 million in revenue because the 
Service charged a lower negotiated international rate for mail actually processed 
completely as domestic mail. You also found that the IBU revenue forecast was 
unrealistic. This calls into question the very basis for the investment in a separate 
business unit for International. I understand you recommended a management review 
of the IBU. 
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(a) Please elaborate on your findings and recommendations regarding the International 
Business Unit. Please bring us up to date on whether management has taken acted 
on your recommendations. 

Response 

The OIG reviewed the International Business Unit and issued a report in September 
1998. The report noted that the International Business Unit would not achieve revenue 
projections of either $2.1 billion for FY 2000 or between $7.8 billion and $11.5 billion by 
2005. The inability to achieve revenue goals was a result of several factors, including 
initial unrealistic goals and inaccurate volume and revenue accounting. Additionally, 
management information systems did not provide adequate or timely information on 
international revenue, cost, and volume reporting. Thus, achievement of projected 
revenue goals and the financial viability of the International Business Unit as a separate 
business unit, based solely on its potential for revenue growth, was questionable. 

The OIG suggested that the Chief Financial Officer and Senior Vice President direct an 
in-depth review of the International Business Unit processes and performance to 
determine whether the Unit was financially viable as a separate business unit or 
whether it should be incorporated into another operating component of the Postal 
Service. In his response, the Chief Financial Officer and Senior Vice President stated 
that he could not fully support this suggestion. He believed that the International 
Business Unit was established as a strategic business unit after careful consideration by 
the Postal Service’s Management Committee only three years ago, and it would be 
premature to disband the business unit based only on inaccurate revenue projections. 

The OIG continues to believe that an in-depth examination of the International Business 
Unit is warranted in order to evaluate its financial viability as a separate business unit. 

In its review of the International Business Unit, the OIG also suggested that the Postal 
Service implement recommendations contained in an internal report concerning 
international Business Unit financial and reporting systems. Management agreed with 
the OIG to develop action plans to address the needs identified. The OIG plans to 
reevaluate these issues in a future audit. 

Y2K Readiness 

Question 23 

The OIG has been carefully monitoring the Postal Service efforts to be ready for the 
transition to the YR 2000. 

(a) Do you think the Service is prepared for the Year 2000? What areas of vulnerability 
do you think need to be closely monitored? 

Response 
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Considering its iate start, the Postai Service did a remarkabie job in preparing for the 
Year 2000. However, the OIG remained concerned with the Postai Service’s 
vulnerabiiity to Y2K problems throughout the rollover period. As a resuit, the OIG 
stationed its personnel at critical locations throughout the Postal Service to observe the 
rollover and report any observations. These personnel observed that Postal Service 
critical systems were fully Y2K compliant, and no disruption to service occurred. 

During the final three months of 1999, the OIG issued four reports to management that 
highlighted progress and identified recommendations that management implemented to 
enhance Y2K readiness. Specifically, management agreed to monitor Day One 
activities to ensure that critical employees mentioned in the Y2K staffing plan would be 
available during the rollover period and that Day One activities would be completed as 
scheduled. Management also agreed with the OIG recommendations to expand testing 
to areas where contingency and continuity plans were not fully developed and to take 
appropriate quality assurance steps. The Postmaster General recently commended the 
OIG for its role in assisting the Postal Service in meeting this critical challenge. 

Oversight of Contractors 

Question 24 

Your review of the Year 2000 Initiative identified opportunities for the Postal Service to 
improve its oversight of Y2K contractors. Specifically you noted that adequate controls 
were not always in place, unnecessary layers of contractor management existed, and in 
at least one case deviation from travel regulations were granted to a contractor. The 
Y2K Initiative is about to face the ultimate test and, presumably, contractors will be let 
go. Nonetheless, as indicated by your report the Postal Service may have failed to 
properly control and account for contractor work. 

(aj What action has the Postal Service taken to address these issues? As the clock is 
winding down on this effort has the Postal Service's response been timely? 

Response 

The OIG did not conduct a formal followup review to assess the Postal Service's use of 
contractors for the Y2K initiative. When the initial report was issued, management was 
taking action to better manage the assigned contractors. Evidence before the end of 
the Y2K initiative indicated that progress had been made. Specifically, there were 
almost 200 contract employees at one Postal Service data center at the beginning of 
April 1999 and by November 1999 there were only 25 contractors remaining. 

The Postal Service engaged a number of major contractors for the Y2K initiative. The 
OIG will monitor future contract-related costs for these and other major contractors as 
warranted. 
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(b) Do you know whether any contractors are or may be liable for failure to perform 
work under its contract with the Postal Service? If so, is there a role for the OIG in 
helping the Postal Service recover any losses? 

Response 

The OIG has not conducted any specific reviews to assess contractor liability in the 
event of Y2K induced failures, but given the evident success of Y2K preparations, 
contractor liability does not appear to be an issue. The OIG will continue to monitor 
Postal Service operations and will address the issue of contractor liability in the event of 
unforeseen or delayed Y2K induced failures. In the event that failures arise, the OIG 
can assist management by identifying the causes and effects of such failures. 
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Mr. McHugh. I want to thank Ms. Corcoran, who, I think, is 
doing an amazing job in establishing an office, and yet at the same 
time, not spending a lot of time getting acclimated, but rather 
going out, and as her testimony so adequately and, I think, accu- 
rately details, making a real difference in the quality of service 
that the Postal Service provides. 

Thank you for that effort and that initiative. 

And, Mr. Ungar, to all of you in the GAO, thanks for your part- 
nership and you'll be hearing from us. Thank you so much. 

[The information referred to follows:] 
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United States General Accounting Office General Government Division 

Washington, DC 20548 


January 7, 2000 

The Honorable John M, McHugh 
Chairman, Subcommittee on the 
Postal Service 

Committee on Government Reform 
House of Representatives 

Dear Mr. Chairman: 

As you requested in your November 22, 1999, letter, enclosed are our responses to 
various questions that you asked following our testimony at the Subcommittee’s 
October 21, 1999, hearing on oversight of the U.S. Postal Service. 

If you need further information or have additional questions about the responses, 
please call me on (202) 612-8387 or my Assistant Director, Teresa Anderson, on (202) 
512-7658, 

Smcerely yours, 


Bernard L. Ungar 
Director, Government Business 
Operations Issues 
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Enclosure 

GAO Responses to Questions 
Following U.S. Postal Service 
Oversight Hearing Held on October 
21 , 1999 

Question 1. The Postal Service recenlly published its Annual Performance Plan for Fiscal 
Year 2000 as required by the Results Act. The Service will publish its first performance report 
next year on its performance in fiscal year 1999. What is your view on the value of these 
reports to the Service and the Congress? Can you give some examples of how they 
contribute to accountability and oversight? 

GAO response. We believe that annual performance plans and reports provide valuable 
information to the Service and Congress in various ways. Most notably, such plans and 
reports can provide the Service opportunities for continuous review and improvement of its 
long-term goals and strategies for achieving the goals. In recent years, significant 
management challenges, such as increased competition from private delivery firms and 
electronic communications alternatives, have placed much of the Service’s letter mail 
revenue at risk. As the Service stands ready to enter the 2P century, we believe that the 
process of preparing annual performance plans and reports can help the Service focus on 
goals and strategies for addressing challenges, mitigating risks, and achieving 
accomplishments. Also, the plans and reports can help the Service set the stage for initiating 
future actions to further its mission, so that the Service can maintain its unique position in the 
communications marketplace as the major provider of postal services that bind the nation 
together. In addition, annual performance plans and reports provide Congress information 
on the extent to which goals in the plans have been achieved and what actions may be needed 
to address or revise any unmet goals. This information is helpful to Congress in fulfilling its 
postal oversight responsibilities, which are critical in determining the Service’s future 
direction. 

We believe that some examples of how annual performance plans contribute to 
accountability and oversight can best be found in our most recent work involving 
observations that we made on the Service’s preliminary performance plan for fiscal year 
2000.^ For instance, we observed that the preliminary plan for fiscal year 2000 represented a 
moderate improvement over the preliminary performance plan for fiscal year 1999, in that it 
corrected a number of weaknesses we identified in our assessment of the Service’s 
preliminary plan for fiscal year 1999.^ We observed that the Service’s preliminary plan for 
fiscal year 1999 provided a partial picture of the Service’s intended performance. We said 
that the Service’s preliminary performance plan for fiscal year 1999 articulated well 
performance goals for many areas that defined expected performance that were quantifiable 
and results-oriented. However, we said that the preliminary 1999 plan did not fuUy capture 


' The Results Act: Observations on the Postal Servicfi’s Preliminary Performance Plan for Fiscal Year 2000 (GAO/GGD-99-72R, 
Apr. 30, 1999). 


^ The Results Act: Observations on the Postal Service’s PreHminarv Annua] Performance Plan (GAO/GGD-98-144, July 10, 1998). 
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the Service’s mission and did not completely discuss the strategies and resources (i.e., 
human, capital, information, or other resources) that will be needed to achieve its goals. We 
made a number of recommendations directed at improving these weaknesses, and the Service 
was generally responsive in addressing these recommendations in its final performance plan 
for fiscal year 1999. In addition, Service officials said they would work to improve the 
Service’s performance plan in future cycles. For example, Service officials stated that they 
would work toward improving linkages between performance goals, program activities, and 
budgetary resources, and planned to make adjustments in the budget reporting process to 
capture details on budgetary resources needed to meet performance goals. 

Question 2. Your testimony pointed out that many stakeholders believe the Service needs to 
make tangible progress toward implementing a more complete set of performmice measures 
and targets. Why is this important? What new measures are needed? 

GAO response. We believe that performance measures and targets are an important part of 
the performance planning process. Performance measures help provide the Service feedback 
on how well its activities and programs have contributed toward achieving its goals. Also, the 
measures help identify ways for the Service to improve performance so that targets can be 
established for future performance. 

In our observations on the Service’s preliminary performance plan for fiscal year 2000, we 
stated that the plan is consistent with the intent of the Results Act that annual perfonnance 
plans be aligned with a systematic management process that uses results-oriented goals and 
strategies as well as performance indicators to measure progress toward these goals. Also, 
the Service developed more measures and targets, which continued the process of developing 
a more complete basis for assessing the Service’s performance. For example, the Service 
included two additional measures of timely mail delivery and two additional measures of 
workplace safety. We also stated that at the same time, it -will be important for the Service to 
continue to make tangible progress toward implementing a more complete set of 
perfonnance measures and targets. This information is also important to many postal 
stakeholders. For example, mailers and postal customers have expressed concern about the 
delivery service for advertising mail and periodicals and have said that measures are needed 
to track the Service’s performance in these areas. 

The Service’s performance plan for fiscal year 2000 reported that a performance measure for 
on-time delivery of advertising mail was implemented and that the Service will develop a 
similar measure for periodicals. By adding performance measures in these areas, the Service 
and stakeholders will be able to assess the Service’s progress and discuss targets for future 
performance. The Service has committed to implement additional measures and targets in 
future cycles. In working toward this objective, the Service has said that it intends to use a 
phased approach to develop performance measures for all of its products and services as 
soon as possible. 
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Question 3. With the assistance of the Federal Mediation and Conciliation Service (FMCS), 
the Postal Service, the four major postal labor unions, and three management associations 
have convened summit meetings since October 1997, to discuss a wide range of issues related 
to postal operations, including labor-management relations. To what extent does GAO 
believe that the meetings have contributed toward improving labor-management relations in 
the Service? What other alternatives exist that could further assist the eight entities in their 
efforts to improve such relations? 

GAO response. Based on our discussions with postal and FMCS officials, we believe that 
the summit meetings have been beneficial for the Postal Service and its four major labor 
unions and three management associations. The meetings have helped reinforce to these 
eight organizations the importance of maintaining a network of open communications, which 
can help foster increased understanding of and commitment to the Service’s mission. Also, 
we believe that the meetings have provided these eight organizations unique opportunities to 
reach agreement on alternative methods for testing proposed revisions to specific labor- 
management processes and initiating improvements. 

For example, some of the unions, including the American Postal Workers Union (APWU) and 
the National Letter Carriers Association (NALC), established specific agreements with the 
Service to test revised procedures involving the employee grievance process. Also, other 
unions, including NALC, the National Postal Mail Handlers Union (Mail Handlers), and the 
National Rural Letter Carriers’ Association (Rural Carriers), jointly signed a statement with 
the Service and the three management associations^ to work to achieve a safer and more 
harmonious workplace throughout the Service with no tolerance for violence, harassment, 
intimidation, or threats of violence. Although such agreements can benefit both the Service 
and the unions, we continue to believe that a unified approach by the Service and its unions 
and management associations is a key factor in helping the Service effectively manage 
employees and improve productivity. 

In recent years, labor-management relations problems have continued to plague the Service. 
Thus far, our 1994 recommendation for a long-term framework agreement involving the 
Service, its four major postal labor unions, and three management associations* has not yet 
been implemented. However, we continue to believe that to sustain improvement efforts, it is 
important for these eight organizations to agree on common approaches for addressing labor- 
management relations problems. In the face of competitive challenges to the Service’s 
current standing in the marketplace as a major provider of mail processing and delivery 


The three management associations included (1) the National Association of Postal Supervisors, (2) the National Association of 
Postmasters of the United States, and (3) the National League of Postmasters of ttie United States. 

' U.S. Postal Service: Labor-Management Problems Perslyrt, on the Workroom Floor (GAO/GGD-94-201A/B, Sept. 29, 1994). 
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services, we believe that the need for a single framework agreement signed by the eight 
parties has become even more significant than at the time of our 1994 labor-management 
relations report. 

In addition to the framework agreement, we beheve that other alternatives exist, which could 
provide the Service and its four major postal labor unions and three management 
associations opportunities to initiate improvements. For instance, as discussed in our 
October 1997 report,*' the Service’s establishment and use of strategic and annual 
performance plans, as required by the Government Performance and Results Act, can provide 
the eight parties, as well as other key postal stakeholders, opportunities to collectively focus 
on and jointly engage in discussions about the Service’s mission and proposed goals and 
strategies to achieve desired results. Such discussions can provide the eight parties and other 
key postal stakeholders with opportunities to work together to develop and reach consensus 
on strategies for achieving various goals, including those that relate to the long-standing 
labor-management relations problems that challenge the Service. 

Also, in October 1999, President Clinton issued a memorandum that reaffirmed the 
administration’s commitment to implementing Executive Order 12871, which addressed 
labor-management partnerships. Issued in October 1993, the order was generally intended to 
revise the nature of federal labor-management relations so that managers, employees, and 
employees’ elected union representatives could serve as partners in designing and 
implementing needed changes that could help improve agencies’ operations. A key 
requirement of the order was for agencies to create partnerships in the form of labor- 
management councils that could help ensure the involvement of federal employees and their 
union representatives with managers in identifying problems and crafting solutions so that 
agencies could better accomplish their missions and serve customers. 

The President’s October 1999 memorandum set forth various requirements for agencies to 
follow in implementing Executive Order 12871. For example, the memorandum requires that 
beginning in April 2000, and each year thereafter, agencies are to submit to the President, 
through the Office of Management and Budget, reports that (1) provide information on the 
nature and extent of agencies’ efforts to comply with the order and (2) identify improvements 
in customer service, quality, productivity, efficiency, and quality of worklife achieved as a 
result of labor-management partnerships. The reports are to be prepared with the 
involvement of and input from unions. 

Since the Postal Service does not fall within the definition of an agency that is subject to 
Executive Order 12871, the Service does not have to adhere to any of the policies or 


^ U.S. Postal Service: Little Progress Made in Addressing Persistent Labor-Management Problems (GAO/GGD-98-1, Oct. 1, 1997). 
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requirements set forth in the executive order or the presidential October 1999 memorandum 
reaffirming that order. However, the Service is free to implement the policies contained in 
those documents to create and sustain labor-management partnerships, which we believe 
may help the Service and its unions address long-standing labor-management relations 
problems and initiate improvements. 

Question 4. The General Accounting Office has been monitoring the progress of the Postal 
Service in preparing for the transition to the Year 2000. What is GAO’s assessment of the 
Postal Service’s readiness for the Year 2000? What concerns, if any, does GAO have in this 
area? 

GAO response. As mentioned in our October 1999 testimony, we believe that since the 
issuance of our February 1999 assessment on Postal Service’s readiness for the transition to 
Year 2000,*^ the Service strengthened its management approach to the Year 2000 problem and 
made significant progress in fixing its computer systems and determining that its key 
suppliers and electronic data exchange partners would also be Year 2000 ready. Also, the 
Service stepped up efforts to test applications and infrastructure equipment in a production 
environment — an important phase of the Year 2000 effort because Year 2000 conversions 
often involve numerous large interconnecting systems vdth many external interfaces and 
extensive supporting technology infrastructures. In addition, the Service completed over 500 
business continuity and component contingency plans for its critical processes. With these 
actions underway, we believed that the Service was clearly much better positioned to face the 
upcoming century change. 

Since our October 1999 testimony, we learned that the Service continued to make significant 
progress in remediating its data systems eind establishing appropriate contingency and 
business continuity plans. As of December 1999, we found that based on information 
provided by the Postal Service to the Office of Management and Budget and our discussions 
with the Service’s Year 2000 program management officials, all the Service’s data systems 
were fixed and appropriate contingency and business continuity plans had been tested and 
were in place. Thus, we believed that the Service was reasonably prepared to make the 
transition to Year 2000 without major problems. In addition, we believed that the Postal 
Service did adequate planning to help ensure that its operations will continue to run smoothly 
after January 1, 2000. Finally, we monitored the Postal Service’s Day-1 activities as it 
transitioned to the Year 2000 and observed no disruption of mail delivery or critical services 
through January 3, 2000. 


® Year 2QQ0 Computing Crisis: Challenges Still Facing the U.S. Posta] Service (GAO/T-AIMD-99-86, Feb. 23, 1999). 
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During 1999, the Service took various actions as part of its efforts to make the transition to 
Year 2000 that ^ve believe will result in significant benefits that should enhance information 
technology within the Service well beyond 2000. According to the Service’s Year 2000 
program manager, the actions included (1) the elimination of unnecessary software code, (2) 
the replacement of antiquated, locally developed software applications, and (3) the 
modernization of information technology equipment, including mainframe computer systems, 
mid-range computer systems, and desktop workstations. In addition, according to Service 
officials, the Service is implementing improved processes for documenting software, testing, 
quality control, and configuration management. Although we did not assess the Service’s 
implementation of these actions, we believe that the actions should help ensure that the 
Service’s data systems function more effectively. 

Question 5. On October 26, 1999, the Postmaster General submitted his report to Congress 
as required by 31 U.S.C. 720 regarding the recommendations contained in the report of 
August 31, 1999, entitled, U.S. Postal Service: Deficiencies Continue While Antelone Valiev 
Project Status Remains Uncertain . What are GAO’s views on the Postal Service’s response? 
Does the GAO view the Postal Service’s response as resolving the project’s status? 

GAO response. The Postal Service’s response has not resolved the ultimate use of the site 
acquired by the Postal Service in Lancaster in 1991, nor has it addressed the question of 
whether the proposed Antelope Valley project will be approved for construction. In the 
interim, the Postal Service identified some actions it plans to take to discontinue mail 
handling practices that contributed to delays in local mail delivery within Antelope Valley. In 
addition, the Service identified a short-term alternative for improving mail service that 
involved lease arrangements and building and site modifications that will take an estimated 
12 to 15 months to complete. Meanwhile, the overall status and funding of the proposed 
Antelope Valley project have not been determined. Without a decision on the proposed 
project, the longstanding uncertainty associated with this project will continue, and the costs 
associated with unused property will continue to increase. 
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Mr. McHugh. The next person to testify, of course, is the Post- 
master General and Chief Executive Officer of the U.S. Postal 
Service, Mr. William J . Henderson. 

General Henderson, welcome. Raise your right hand. 

[Witness sworn.] 

Mr. McHugh. The record will show the Postmaster General re- 
sponded to the oath in the affirmative, as I knew he would, because 
he's always a truthful man. 

Mr. Postmaster General, Bill, welcome. Thank you for being 
here. Thank you for your patience. As you can see, we have a few 
topics to talk about. The stage has been set, and we're looking for- 
ward to your comments. I have read your testimony; it will be sub- 
mitted in its entirety for the record. We now look forward to your 
presentation this morning. 

STATEMENT OF WILLIAM J . HENDERSON, POSTMASTER 
GENERAL AND CHIEF EXECUTIVE OFFICER 

Mr. Henderson. I won't read back my testimony to you. I'll just 
make a few brief comments, and then we'll go to the questions, if 
that's what you like. 

First of all, thank you for all the help you've been. We've had— 
in a short term, we've had a very good year. In the Postal Service 
this fiscal year we set record goals in service and we also received 
a record rating of 94 percent by the consumers across America in 
rating the Postal Service good, very good and excellent. 

We expect in this fiscal year to do about $100 million better than 
what we planned, so somewhere the neighborhood of $300-plus mil- 
lion. That's in spite of the fact— and you've been talking about it— 
the fact that we missed our revenue plan by $620 million. I n other 
words, when we postponed the rates increase in J une— that was 
scheduled for J une, to J anuary, we gave the American public an 
$800 million deficit. We didn't expect at that time to also have to 
make up another $620 million in revenue. 

So, from an operating point of view, it was a difficult, but suc- 
cessful year. 

We also, on the employee front, were very proud of the fact that 
we negotiated two labor agreements, one with the American Postal 
Workers Union, one with the Mail Handlers Union, that set the 
stage, I believe, for much better labor relations. We're in the proc- 
ess of n^otiating, as we speak, with the National Letter Carriers 
Association. And we regrettably went to arbitration with the Na- 
tional Association of Letter Carriers, but that is now behind us. So 
I think it's been a very successful year for the Postal Service. 

But I , like you, do not think that the future is potentially as good 
unless the Postal Service does something about the Internet, gets 
involved in it, gets active in it. And I also think that H.R. 22 is 
a very important piece of legislation that will help the Postal Serv- 
ice in its future. 

I've talked about $17 billion which is the amount of money that 
people pay postage for to get bills and payments to one another. 
And there's no question all you have to do is read the paper: The 
conditions are springing up every day trying to put partnerships to- 
gether in order to get that lucrative piece of business. So it's not 



116 


a matter of if, but when, and the impact on the Postal Service will 
be substantial when that occurs. 

So I think all of the posts of the world face this and all of the 
posts of the world, with the exception of the U.S. Postal Service, 
all the industrialized posts, are actively engaged in reformation, in- 
cluding a major move toward privatization. So I think your work 
on this subcommittee is very important to the lifeblood and future 
of the Postal Service. 

And I might add that you can't wait until the thing crashes, be- 
cause by the time you recover from a crash, you will have injured 
a lot of businesses in America with forced higher rates. 

So thank you. 

[The prepared statement of Mr. Henderson follows:] 
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statement of 
William J. Henderson 

Postmaster General and Chief Executive Officer 
United States Postal Service 
before the 

Subcommittee on the Postal Service, 

Committee on Government Reform, U.S. House of Representatives 
October 21, 1999 

Mr. Chairman and members of the Subcommittee, I appreciate the dedication 
and insight you bring to oversight of the United States Postal Service. I want to 
thank you for helping us fulfill our mission to bind our nation together by delivering to 
everyone, everywhere, every day. 

Today, I am going to discuss a year, a season, and a century of postal 
sen/ice. With the help of the American public, postal employees made Fiscal 
Year 1999 one for the record books. Based on preliminary figures, the Postal 
Service earned record revenues of just over $62 billion, broke the 200 billion mark 
in total mail volume, achieved its best overall performance ever in First-Class Mail 
delivery, and recorded an unprecedented fifth straight year of positive net income. 

The American people are the direct beneficiaries of this performance. 

First, it fulfills our promise to them to continue to restore the equity of the nation's 
mail system in accordance with the provisions of the Postal Reorganization Act. 
Second, it reflects our decision last year to delay the smallest rate increase in 
postal history by seven months, in effect providing the American public with an 
$800 million dividend. Finally, it keeps us on track to avoid a rate increase next 
year as we had originally planned. All told, these efforts will save America's 
ratepayers more than $2 billion. 

We also made substantial investments in the mail as the Postal Service 
shifts from the age of automation to the age of information. While we continue to 
advance the automation of letter mail and flats, robots and sophisticated handling 
systems are being introduced into our plants. Within the next several years, fully 
automated processing facilities and a computer driven information platform will 
revolutionize the way we manage the mail and create an information rich mail 
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stream that will give postal managers and customers alike real-time performance 
information. 

Information management is also driving change in the management and 
delivery of retail services. Our associate office infrastructure program is hard- 
wiring thousands of postal facilities into a national network that provides the 
communications backbone for new information technologies. This enabled us to 
deploy this year more than 22,000 of our next generation POS ONE retail 
terminals and over 300,000 hand scanners for delivery confirmation. More than 
25 million documents and packages have been delivered and confirmed using 
this service. 

Even the most advanced technology is only as good as the people who 
use it. The Postal Service has made it a top priority to build an inclusive and 
welcoming workplace that fosters employee success. We are committed to 
improved workplace safety, better workplace relations, systematic training for all 
craft and EAS employees, quarterly surveys to understand and measure 
employee concerns and issues, and the development of indicators and 
performance baselines to guide our progress in developing a fair and inclusive 
environment. 

This year, for the first time in a decade, we reached negotiated contract 
agreements with two of our major unions. A third contract was settled at 
arbitration. We are disappointed that the arbitration decision failed to maintain 
parity with the negotiated agreements. Nevertheless, we are working 
cooperatively with our union and management associations. And we have made 
significant progress in developing faster, more effective means for resolving 
workplace differences. I think all parties realize that we must work better together 
if we are going to remain a viable enterprise. 

Diversity is an imperative business issue for the Postal Service, which has 
one of the nation's most diverse work forces and a unique mandate to bind 
together a nation that grows more diverse every day. 

This year we completed adoption of 23 diversity initiatives recommended in 
an independent study commissioned by the Governors of the Postal Service. Our 
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five-year Diversity Business Plan builds on this progress through comprehensive 
communications; appropriate recruitment, retention and promotion practices; an 
environment free of discrimination and sexual harassment; and establishment of 
a diverse supplier base. 

Finally, each of you has received the Postal Service's Annual Performance 
Plan for Fiscal Year 2000, which embodies the results of our CustomerPerfectl, 
Baldrige-based management system. This plan will help us deliver today and 
prepare us to become a high-performing, operationally excellent supplier of 
choice for 21®’ century postal services in a competitive environment. 

As spelled out in the plan, it is our aim to further restore the equity of the 
Postal Service through a sixth consecutive year of positive net income and a 
capital investment of $4 billion in technology, facilities, and other infrastructure. 

We will also continue on our path of cultural regeneration to make the Postal 
Service a great place to work as well as the preferred place to do business. 

We plan further service improvements in First-Class and Priority Mail, advertising, 
ground parcels, periodicals, and international mail. And we are committed to 
staying America's high value, low cost service provider by keeping future rate 
increases below the cumulative rate of inflation. 

We are already more than a month into the new fiscal year and squarely in 
the middle of our busiest mailing season. We have been preparing for this 
season almost non-stop since last year. Working closely with the mailing 
industry, we have arranged for temporary airlift and work space capacity, 40,000 
seasonal workers, and millions of dollars in mail trays, containers and other 
needed supplies. Our network operations communications network is ready and 
will run 24-hours a day during the height of the season. We are off to a strong 
start and confident that we will deliver. 

This year the holiday season also brings with it a Y2K Grinch. But we have 
invested significant resources and talent to be ready for him, too. All of our 
mission critical information and mail processing systems have been addressed, 
tested, and independently verified. Live year-end mail processing simulations 
have been successful and our entire system has cleared the preliminary hurdles 
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represented by the start of Fiscal Year 2000 and the date of September 9, or 
9/9/99, which some thought might crash older systems. We have also created 
more than 500 local contingency plans based on our considerable experience 
dealing with natural disasters that disrupt utilities, transportation, and other vital 
services. We will continue to prepare as the new year approaches and we will be 
ready to respond when it arrives. 

The Postal Service is heading into the next century with the best 
performance, planning, technology, and management systems in our history. 

As always, we owe that success to the extraordinary effort of our managers, 
postmasters, supervisors, and craft employees. 

At the same time, though, we enter the new millennium knowing full well 
that the most significant challenges in our history await us. Tomorrow’s 
marketplace will offer Americans more powerful and plentiful communications 
choices than ever before. 

Private delivery carriers will aggressively try to maintain domination in their 
respective markets. Newly privatized and deregulated foreign posts can be 
expected to offer an increasing range of international services to American 
customers and to begin creating delivery networks right here on U.S. soil. 

We also face exponential growth in electronic communications. Computing 
power, bandwidth, innovation, and popular acceptance are rapidly expanding. And 
well-funded and highly motivated forces in the banking, telecommunications, and 
computer industries are building e-payment networks. As consumers grow more 
comfortable with logging on to pay their bills - these efforts will reach critical mass. 
The result could be erosion of our total revenues. We believe nearly $17 billion is 
at risk. 

Our market research suggests that First-Class Mail volumes may actually 
decline over the next five years, even though we increase mail's value by keeping 
costs low and quality high. This factor, along with the rising costs of maintaining a 
national infrastructure of 38,000 facilities and a delivery network that grows by a 
million stops a year, means we cannot sit still. We have to generate new growth if 
we are to maintain affordable prices and investments in better service. 
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That is why we have been vocal in calling for postal reform, and why we 
have worked closely with this subcommittee to develop a fair, meaningful reform 
bill. The legislation includes some tradeoffs, but on balance, we believe it 
provides pricing and product flexibilities we need to stay relevant and healthy. 

We have a responsibility to the American people to ensure a healthy and 
meaningful postal system in the next century. What’s at stake is not just the 
continuation of perhaps the most visible and personal of all federal services, but the 
endurance of a delivery system that touches every American, helps bridge our vast 
distances and differences, and binds our nation together. 

The mail is an experience that we all share. We look forward to getting our 
mail. It is a unique and powerful moment in our day. It brings information, 
entertainment, opportunity, and basic necessities. There are magazines and 
catalogs; birthday presents and post cards; bills, coupons, and offers galore. Mail has 
become the gateway to the household, an unmatched channel for commerce and 
communication that connects families and friends, governments and citizens, 
businesses and customers, publishers and readers, charities and sponsors. 

As we look to the next century and the turbulent change it will bring, we have 
to ask ourselves, "What will it take to preserve that connection for the next 
generation of Americans?" I believe an answer does exist and I think we can take 
our cue from the way this nation and its mail system managed the transition to the 
current century. 

As the year 1900 approached, our postal system, the Congress, and the 
American people were grappling with a nation in transformation. America was 
becoming a world power and the postal system was expanding its reach around the 
globe to possessions and territories like Alaska, Hawaii, Puerto Rico and Guam and 
American troops serving in Cuba and the Philippines. 

At home, the industrial revolution was in full swing. And the Postal Service, 
ever pushing the envelope of technology, was testing mail collections by automobile 
in Buffalo, New York. Postmaster General Charles Emory Smith ventured out on a 
limb to predict that "the substitution of motors for the horse and wagon will possibly 
become universal." 
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The real revolution, however, was taking plaoe in rural America where our 
farmers demanded access to the information superhighway of rurai free mail 
delivery. Many knowledgeable observers and some members of Congress feared 
that a universal mail system would drain the national treasury. But the voice of rural 
America prevailed. 

in the end, rural delivery not only worked for America's farmers, it stimulated 
the entire nation. It increased the circulation of the press and periodicals, raised 
farm values, prompted the creation of roads, and expanded commerce. The mail- 
order industry blossomed as did private parcel firms. 

Today, America and the Postal Service face a new century of opportunity and 
uncertainty. In many ways, the issues are far less controversial than a century ago, 
but the stakes are just as high - America's place in the 21®‘ century and universal 
mail sen/ice for all Americans. 

The Postal Service's strategies are Just beginning to take shape, and our role 
vis-a-vis the private sector will have to be defined in concert with all of you and our 
many stakeholders and customers. But some things are already very clear. 

We must build on our strong Internet presence. Our public homepage is the 
most heavily trafficked government site, receiving about three million “hits" each 
month. Customers use this site to find ZIP Codes, calculate rates, buy stamps, 
track packages, and get other key postal information. We intend to use the speed 
and access of the Internet to offer customers information about their mail and 
access to our products and services. 

As on-line purchases soar, both businesses and consumers want prompt, 
reliable delivery, and easy access to a carrier who can handle returns. The Postal 
Service is listening to the voice of America and we are working to earn our share of 
the growth. We believe we can be the carrier of choice for merchandise purchased 
on the Internet and the inevitable returns that result. 

So, despite many challenges, the Postal Service sees the 21®’ century as 
another great opportunity to build on our legacy of service to our nation. We have 
worked hard to combine private-sector efficiency and customer focus with our public 
service responsibilities as good government. We look fonward to working with this 
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subcommittee to assure that the American people can continue to rely on the Postal 
Service for high-quality, low-cost mail services. 

Thank you, Mr, Chairman, that concludes my statement. 

# # # # 
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Mr. McHugh. Thank you. I think that's certainly one of the mes- 
sages here today insofar as the Congress' role in this. Three years 
is the blink of an eye; it takes us 3 years to decide what day of 
the week it is, and then we don't all agree. So the point being, I 
think, the challenge is immadiately upon us. 

I 'm sure my colleagues are going to want to ask you about what 
you can do internally to make it up. But let me ask a broader- 
based question, just to begin. You're talking in your testimony and 
in other venues about at risk in this decline of first-class mail, $17 
billion roughly. That is about 30 percent. If nothing else were to 
change, you've had no legislative relief, you've now had to go to this 
service cutback size, because you're locked in on contracts, et 
cetera, what does 30 percent in terms of cutbacks mean to an orga- 
nization like the Postal Service? Are you even able to dream of 
such a thing? 

Mr. Henderson. Well, it would be very traumatic not just for the 
Postal Service's workers; it would be traumatic for the American 
public. I mean, the Postal Service is forced by law to break even. 
So you would b^in a huge cost -cutting effort, but you would also 
begin raising prices. I mean. I've used as a metaphor many times 
the Sears problems in the 1980's where they lost traffic in their 
stores across America. And if they had had the postal laws govern- 
ing them, they would have had to raise their prices, which would 
have just sent them into a spiral. 

So it's very important that these issues be addressed prior to this 
happening, not after it happens. 

Mr. McHugh. Generally, for rate cases, I understand you rough- 
ly equate a 1-cent increase in the cost of a first-class stamp as a 
billion dollars in revenue; is that right? 

Mr. Henderson. Right. 

Mr. McHugh. That probably would not be true anymore, how- 
ever, in the future, if your first class volume is coming down like 
that; but let's use that. If it were even semipractical to raise the 
price of a first-class stamp 17 cents above, making it 50 cents, have 
you projected or looked at what that might do to the volume of 
first-class usage? Wouldn't you just be digging your own hole deep- 
er and causing more problems, and the higher you're forced to raise 
the cost, the less the return, diminishing return? 

Mr. Henderson. That's absolutely right. We are looking at sce- 
narios, operational scenarios, but as a general proposition, you can 
see it from prior rate increases, when you raise the rates, there's 
a deflation of volume for a period of time until stamps become a 
better bargain. It would be disastrous for the American community 
to have that happen, absolutely disastrous, and we would try every 
possibility not to allow it to happen. But $17 billion is a lot of 
money. 

Mr. McHugh. Have you had an opportunity to prioritize your 
least favorite options? I n other words, what do you do first? Let me 
pose the question that you never want to answer: Do you begin to 
close Post Offices or do you cut back on Saturday mail delivery 
or 

Mr. Henderson. We are in the process of developing those sce- 
narios now. I don't have the priority today, but I mean you would 
look at every cost center you had. You would have to look at every- 



125 


thing. Service reductions, you wouid have to iook at it across the 
board in order to make up a 30 percent drop in your revenues. 

Mr. McHugh. You operate 38,000 post offices roughiy across 
America, if you were forced to a point by which you had to dose 
some, i wouid assume a iarge segment of the ieast efficient or most 
costiy are probabiy in rurai communities, is that a fair statement? 

Mr. Henderson. Yes. 

Mr. McHugh. We do have some beiis, for a vote, but before we 
do that, iet me yieid to Mr. Davis and maybe he can compiete his 
questioning before we go vote. 

Mr. Davis. Thank you very much, Mr. Chairman. 

Mr. Henderson, we discussed a great deai with Ms. Corcoran- 
cost savings, cost-cutting, finding revenue that couid be enhanced. 
Given the fact that we spent the $101 miiiion contracting out Prior- 
ity Service without any reai discernibie improvements, is there any 
rethinking of that decision? 

Mr. Henderson. Weii, iet me say for the record that we don't 
agree that there was not any substantiai improvement. We have an 
independentiy measured service, independent measure of service, 
that shows the PM PC network substantiaiiy higher than the rest 
of the country. The iG based that finding on the fact that we did 
not have a baseiine. But if you iook at absoiute scores between 
what the PM PC network is doing and the rest of the country, 
there's a substantiai improvement; and that improvement is bas^ 
on the fact that we've created a network, hubs for processing of pri- 
ority maii, not the fact that whether or not it's done in house or 
by private sector. 

Mr. Davis. You indicate that they weren't iooking necessariiy at 
aii of the factors in terms of a baseiine. There has been some ques- 
tion reiative to data generated and the integrity of data generated 
by the service and that data being used to make certain projections 
and anaiysis. 

is there any change taking pi ace reiative to the data-gathering 
process that you're using? 

Mr. Henderson. Across the board, the answer is yes. i mean, we 
did— had an independent study done that generaiiy gave the Postai 
Service a dean biii of heaith, but made a iot of recommendations 
for tightening up data coiiection. And we are in the process of im- 
piementing those recommendations. That doesn't reiate to the 
PM PC, which is measured— it's not our— it's an independent meas- 
ure of service data. 

Mr. Davis. We raised the question eariier. As a matter of fact, 
i beiieve that Representative Owens raised the question to an in- 
vestigation of minority procurement opportunities, and whiie that 
information was not avaiiabie and forthcoming from the iG, do you 
have information reiative to the changes that have occurr^ in re- 
iationship to that? 

Mr. Henderson. Yes. We have a substantiai effort to invoive 
more minority businesses in purchasing, and it has been under way 
for some time; and we think when the iG goes back in and reviews, 
they'ii see substantiai progress being made. 

Mr. Davis, i wouid iike to yieid to Representative Owens. 

Mr. Owens, i thank the gentieman for yieiding. i have an 
amendment on the fioor. i won't be abie to return. 
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But you had mentioned a 94 percent consumer rating. Did I hear 
that correctly? 

Mr. Henderson. Uh-huh. 

Mr. Owens. Can you explain that a little bit? 

Mr. Henderson. We do an independent measure across the 
United States; we call it the customer satisfaction index. It's done 
by Gallup, and 94 percent rated the Postal Service good, very good 
and excellent on that. It's an overall question. It's a very detailed 
questionnaire. 

Mr. Owens. Is that broken down by districts or cities, or can I 
see a 

Mr. Henderson. Yes, it's broken down by districts, by major 
metropolitan areas. We would be happy to provide you the data. 

Mr. Owens. I would be very thankful. 

Mr. Davis. Maybe the last question before we have to go, Mr. 
Chairman. 

Mr. Henderson, would your office have the time that you could 
perhaps provide us with your own report of the procurement prac- 
tices and changes that have occurred? 

Mr. Henderson. Yes, absolutely. I'll provide it to you. 

Mr. Davis. Thank you, Mr. Chairman. 

Mr. McHugh. We have about 8 minutes for this vote. I under- 
stand it's just a single vote. 

Mr. Postmaster General, with your forbearance, we'll be back 
very shortly. 

[Recess.] 

Mr. McHugh. As much as I'm tempted, I think we had better 
wait a moment for another responsible adult. 

As you've heard here this morning, we do have a series of very 
important education bills that it happens a good number of the 
subcommittee members are very interested in and wanted to be on 
the floor. So I'm not certain when they'll get back. 

Sol will exercise the prerogative of the Chair and reconvene our 
discussion here. If they come back. I'll yield to them. In the mean- 
time, why don't we talk? 

Mr. Henderson. Sure. 

Mr. McHugh. You have mentioned— I believe Mr. Ungar men- 
tioned the letter carrier agreement that came about as a ruling of 
an arbitrator. What is the likely total financial impact of that 
agreement, including what it is likely to do in the future— and I'm 
not asking you to reveal your hand, but it does have significant im- 
plications for the first time. It decouples a number of the various 
employee units in a pay perspective that I assume the other em- 
ployees units are going to want to reestablish, and it's probable 
that you're going to have to respond in some way. 

If you're working on a ballpark figure, what do you think the 
total cost of that one ruling is going to be? 

Mr. Henderson. Within the confines of the ruling itself, it's $2.4 
billion. If you take it out— I mean, everybody in the internal postal 
community is very interested in that because it changes the rela- 
tionship. So you'll have the rest of the unions going to reestablish 
that relationship, which means they want a higher level. You then 
have postmasters who have an existing differential with craft em- 
ployees that will have— will want some differential, and then you'll 
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have supervisors wanting some differential. So we haven't tried 
to— I don't know if I could swallow that number; I haven't tried to 
calculate it yet. But it did have, you know, a ripple effect through- 
out all of the labor deals. It's affected the current negotiations that 
we're in. 

Mr. McHugh. I not only understand, I certainly accept that. But 
the ball park, are we talking, more likely, tens of millions or, more 
likely, hundreds of millions of dollars? 

Mr. Henderson. Hundreds of millions. Billions of dollars. 

Mr. McHugh. Billions of dollars from this one ruling? 

Mr. Henderson. Yeah. 

Mr. McHugh. Your fiscal plan that Mr. Ungar referred to that 
is projecting $100 million net revenue based on some productivity 
assumptions, based on some work-hour assumptions, did that in- 
clude anything to accommodate this ruling? 

Mr. Henderson. No. No, it didn't. And this fiscal year will not 
be impacted because the level increase doesn't occur until next 
year. 

I was interested in hearing him call making this budget this fis- 
cal year a "miracle." 

Mr. McHugh. Well, we're getting near the season of miracles. I 
believe he said he did not want to use the word "miracle," but he 
decided on "some major development." 

But the point I wanted to make— and I believe you would agree, 
and if you don't, please respond. I 'm not trying in any way to mini- 
mize what I think has been a string of remarkable net revenue 
years for the Postal Service, truly historic. But on a $62 billion rev- 
enue plan, $100 million is thin— a lot better than the reds that 
piled up year after year in previous times, but still thin. 

So if you then have something thrown at you, so to speak, that 
is totally beyond your power, really totally beyond your ability to 
forecast, that only makes the picture more difficult. And when 
we're talking about hundreds of millions, billions of dollars, added 
onto your revenue projections and loss of first-class income of $17 
billion, you've got a serious problem. 

Mr. Henderson. Yes. 

Mr. McHugh. And it's here today. 

Mr. Henderson. And I would add that the activity in e-com- 
merce, the Internet is very suppressed, and it's suppressed because 
of Y2K. You've got large corporations like I BM, large organizations 
like the U.S. Postal Service are really strapped down right now. In 
other words, we've frozen new projects until we get through Y2K. 
And that's been a common practice throughout industry and the 
public sector. 

After j anuary, after the Y2K problem starts to dissipate, or the 
potential problem, you're going to see much more activity than we 
predict on the I nternet, than has been experienced thus far. 

Mr. McHugh. And I agree. There's a likely technological snow- 
ball building here that is unleashed in certain part past Y2K and 
people's concerns about it, but continues to roll as more and more 
Americans find themselves wired into the Internet. As more com- 
munities across this country have Internet access, opportunities in- 
crease; and as people become more comfortable in engaging in that 
kind of commerce. A lot of folks today peruse the pages of the 
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Internet, leaking at product, and then pick up the phone and call 
in the order because they're not just quite comfortable. But that's 
going to lessen as time goes on. 

So the problem isn't something where you take the hit, you hun- 
ker down, accommodate it and you go on. It's something that's 
going to continue to increase and put more, rather than less, pres- 
sure on you. 

Let me ask you one final question, and I'll yield to Mr. 
LaTourette. A lot of people say, well, electronic commerce did have 
its challenges, but it has its benefits as well. If you call up— if you 
wire in, call up on the Internet a mail order house, order a pair 
of snow boots or whatever it is, then the possibility of the Postal 
Service serving as the carrier certainly is there and increases your 
opportunity. 

Have you been able to weigh or project revenue losses on first- 
class versus what you might pick up? I know those are total esti- 
mates, but 

Mr. Henderson. We think that the Postal Service would be used 
as a majority move for e-commerce because of the low-cost, high- 
quality service that's provided. The answer to the question depends 
on the rate of erosion. If it's— it erodes like business-to-business 
mail did, in which we made it up in other products, then it's OK. 
But if it's like what they call the "hockey stick," and that is, there's 
just enormous adoption of electronic bill payment that doesn't in- 
volve the Postal Service, then I don't think there's any way you can 
make up a $20 billion, $17 billion organization. 

So it really is the— the key is the rate of erosion. And it's eroding 
right now, just so you'll know, at between 1 and 2 percent. But- 
less than 1 percent of all Americans pay their bills electronically 
today, but as I say, that's— the Internet is looking for sources of 
revenue. And clearly you and I have to pay our bills and there's 
a clear opportunity here to tap in. And I think, after theY2K fiasco 
is over, then you'll see one heck of a move for a lot of players to 
get into this. 

Mr. McHugh. Thank you. 

The gentleman from Ohio, Mr. LaTourette. 

Mr. LaTourette. Thank you, Mr. Chairman. 

And, General, it's nice to see you again. I have about four areas 
of concern that I want to talk with you about. They're not all con- 
nected, so I apologize for skipping around. But I want to begin 
where the chairman left off, and that is that I know it's tough to 
guess after Y2K, but there has been some speculation and I think 
when you appeared over at the Senate at a similar hearing there 
was discussion about the fact that your priority mail services and 
your package services with the advent of e-commerce do— you do 
look at that as a potential to offset some of the losses in first-class 
mail. 

I understood the "hockey stick" examination. But I know that I 
was startled when I read U.S.A. Today yesterday and saw the pro- 
jection, and certainly all of us in the subcommittee take the GAO's 
testimony here seriously and recognize the chairman and all of the 
good work that he's done in postal reform to move through this 
Congress at a good rate, to position the Postal Service for the next 
century. 
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However, it would not be— rather than just being doom and 
gloom, couldn't the users of the Postal Service and the fans of the 
Postal Service take some comfort in the fact that people will not 
only be paying their bills over the Internet in the future, but if 
they order snow boots up in New York, that the Postal Service will 
be the dominant carrier of the snow boots to their homes. And that 
will, in fact, sort of be both a blessing and a curse of the Internet 
for the Postal Service in the next century. 

Mr. Henderson. Yes. And if I paints that. I'll clear that up. I 
don't want to paint the Internet as a curse. The Internet is the 
Internet. It is a new channel into the home. It's how you leverage 
it that's going to determine whether it's a positive or negative im- 
pact. And we have people working very actively to make it a very 
positive impact on the Postal Service. 

Mr. LaTourette. The second area of concern that I have, I be- 
lieve in August of this year, the Postal Service launched its new 
PC postage program, which I think is a very exciting program and 
a great example of how the Postal Service can use new technologies 
to move forward. If I understand my history right, it hasn't been 
since 1928 that the Postal Service has taken a look at the postage 
meter market. In that line, I think on August 9th you had a press 
event and you actually have awarded some contracts to vendors. 

Mr. Henderson. Yes, to two vendors. 

M r. LaT ou rette . And who are those? 

Mr. Henderson. Stamps.com and e-stamp. We didn't award con- 
tracts; we certified that their encryption met our standards. There 
are two more, Pitney Bowes and Neopost, that will be coming out 
there and are in the testing phases now. So there are four compa- 
nies in the world that we know about that are going for postage 
online. 

Mr. LaTourette. And that actually leads into the question that 
I had. It was my understanding that there are two vendors that 
are looking for that seal of approval or that certification, and be- 
cause this is such an exciting opportunity, I think if you look— you 
go back in time and say, this hasn't happened since 1928 that this 
market has been open to competition. 

Do you have any qualms or difficulties or questions in indicating 
to the subcommittee that— and I say this because it's my under- 
standing that the DOJ has an investigation dealing with some mo- 
nopolistic practices dealing with postage meters at present. Is there 
any concern that you have that the opening of this new market is 
going to somehow be constrained, be anything but fair, and every- 
body that has the ability to meet your standards is going to have 
the ability to compete, which obviously is going to benefit consum- 
ers and the service? 

Mr. Henderson. That's our goal, to make sure that it's open and 
fair. There's no indication to me, anyway, that there's anything but 
really open competition in the PC postage. You've got two unknown 
players right out of the box. I mean, they didn't exist; they're new 
companies. 

Mr. LaTourette. I think that's what's exciting about it. You 
would think when this program, when I first read about it and saw 
that this program— you would think that the old standbys would 
be the ones that would be jumping on it. So when two firms that 
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I don't think I was familiar with get the first certifications, I think 
that that adds to some of the excitement by some of us that that 
is going to be a good, competitive growth area. 

The second— or maybe it's third, I've lost track, but this sub- 
committee recently had the opportunity to look at legislation called 
Honesty in Sweepstakes Act of 1999. And the part of the issues 
that we discussed had to do with what happens when Federal regu- 
lation would somehow preempt or invade the jurisdiction of the 
States relative to what their postal regulations are or their regula- 
tions regarding mail coming into their States are. 

Can you indicate just what procedures you have in place when 
your customers, the mailers, are subject to conflicting postal regu- 
lations as they relate to State laws? Is that something that you've 
taken a look at? 

Mr. Henderson. I have to submit that for the record. That's a 
little beyond my range. 

Mr. LaTourette. Then if you could. I'll send you a quick note, 
and I would appreciate that. 

The last one has to do with what I was talking to the I nspector 
General about. You know from some of the hearings on H.R. 22, 
competition is something that is of concern to me. I talked to her 
about the international mail arena and specifically the Postal Rate 
Commission's report from j une of this year, that if I had my num- 
bers right, there are 14 international products, and that, at least 
as I understood the PRC's evaluation, four of those, at the moment 
at least, aren't carrying their weight, that they're being subsidized 
if not by domestic mails, as was indicated by the IG. The money 
has to be coming from somewhere. Is it correct that those four 
products, at the moment at least, are being subsidized by other 
international mail products? International mail is paying its own 
way, but you have 

Mr. Henderson. They are at the moment. I don't know at this 
moment, but there were four products. Most of the impact for those 
products occurred as a result of Asian flu where they were profit- 
able, and their volume is sensitive. When the volume goes down, 
your infrastructure costs overwhelm your revenue. And we— it's not 
important who the customers were, but we talked with the cus- 
tomers, and they asked us to hold out to see if those markets would 
improve. We had out for quite a while, and then we were forced 
to raise the rates, and then we lost some of the business as a result 
of that. So it 

Mr. LaTourette. Of those, and again, if you want me to submit 
this one because you don't have the report in front of you, I don't 
want to sandbag you and ask you a question that's unfair, but that 
seemed to be the finding of the PRC relative to global package link. 
When it comes to global priority mail, they indicated that although 
the suppressed foreign markets may have been a factor, one of the 
things the Postal Service has indicated was that the loss was due 
to a rather high advertising budget for that product. And so in ad- 
dition to not only raising rates, I think 14 percent in the instance 
of that particular product, there was going to be a suppression of 
the advertising budget for what was now deemed to be a product 
that wasn't carrying its weight. Has that occurred since the PRC 
report has come out? 



131 


Mr. Henderson. Yes, as far as I know, that has occurred. That 
was factual, what you just said. When you have a product, if I'm 
selling one box and I'm trying to sell it all over the country, the 
revenue generated from one package doesn't cover that infrastruc- 
ture cost. There's a point at which you have to reach a certain vol- 
ume, and they decided to pull back on the advertising and try some 
other technique. 

Mr. LaTourette. The overall question, I think, that comes up in 
postal reform and also relative to the international mail, is there 
a procedure in place that when you launch a new product, you have 
14 international products, four aren't making it, is there a time 
when you sort of cut them loose and say, we thought this was a 
good idea, but it doesn't appear to be that way? If the answer is 
yes, and I would hope it's yes because you wouldn't want to con- 
tinue to lose— pour money down the hole that isn't yielding a re- 
sult, have you reached that conclusion with any other foreign prod- 
ucts cited by the Postal Rate Commission at this point? 

Mr. Henderson. No, not yet, but we do look at that monthly. It's 
been difficult not only for us, but it's been difficult for the private 
sector and the international market, too. We have had companies 
that have gone as long as 7 or 8 years without making money, but 
there's a belief that American gcxxis and services are going to be 
demanded in foreign countries, and the carrier of choice is going to 
be the folks that make the money, and we're very interested^ in 
making the money. 

Mr. LaTourette. And then last, and then I'll get off of this sub- 
ject and stop asking questions, again, going the global package 
link, as I understood, I think, the last time you might have been 
here and when you were over at the Senate a little earlier, there 
was some discussion about the fact that the rates are set because 
there's a requirement that a shipper send at least 10,000 packages 
a year. Somewhere recently I'd seen published up to one-third of 
the customers— and you're right, it isn't important who the cus- 
tomers are, but those who are enrolled or signed up for those dis- 
counted rates indicating that they would ship up to 10,000 pack- 
ages a year, up to a third of them have not fulfilled that mark. Is 
that a correct report? 

Mr. Henderson. Generally speaking, there's— they have a cut- 
back. I don't know if the numbers are— I don't know that they're 
inaccurate. I just don't know. But there was a pullback because 
much of that mail was headed to Asia, and they are just pulling 
out of that market. They're pulling back trying to reduce the im- 
pact of the Asian flu. 

Mr. LaTourette. If the rate structure is predicated on volume, 
which I assume— you know, you say I 'm going to give you this rate 
to ship something overseas, but you've got to agree to send 10,000 
pieces, for whatever reason if they find that not economically prac- 
tical, has the Postal Service adjusted its rates upward for that 
product to reflect the fact that the premise upon which it's based, 
that you're going to use so much of our business, has not occurred? 

Mr. Henderson. We did adjust the rates separate not because 
the volume didn't materialize, but because we were trying to cover 
more of our costs. It's a negotiated deal with various individual 
customers. We try to be accommodating to them. We don't want to 
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just pull out and leave them high and dry. That doesn't give us a 
good business reputation. So to the degree possible, we try to hang 
in there with them. They're certainly not in the business of losing 
money, and matter of fact, I think every indication is Asia is start- 
ing to come back. 

Mr. LaTourette. So would it be your expectation that that par- 
ticular program, which has a 10,000-pi ece-per-year floor, if the 
economy improves, that the Postal Service will make money on 
that product? 

Mr. Henderson. We hope to. That's why we're here. That's my 
expectation. 

Mr. LaTourette. Thank you. 

Thank you, Mr. Chairman. 

Mr. McHugh. I thank the gentleman. Excellent line of question- 
ing, which also, by the way, would be covered under H.R. 22. It's 
been an unpaid political advertisement. 

Mr. Sanford. 

Mr. Sanford. Let me go from the universal to the very parochial, 
if I may, and it may be inappropriate that I even ask you this ques- 
tion, in which case I just ask that you hand it off to whoever might 
know. That is, recently the Postal Service announced that they 
were canceling plans to build a facility at the old Air Force base 
in Myrtle Beach, SC. That sent up all kinds of red flags, with folks 
back home calling me. The reason that the Postal Service said that 
they were going to do this is because of the distance between Flor- 
ence, SC, and Myrtle Beach. The logical question that people ask 
back home of me was, well. Myrtle Beach didn't move over the 12 
months of them negotiating this site, tying down the land, whatnot; 
we stayed in the same spot. We don't understand this reasoning. 
And so my question would be, could you offer any insights that I 
could offer to my constituents back home on the change? 

The other thing I think just procedurally, I think this is a very 
legitimate point, was one of the things that the Postal Service folks 
brought up back home was after the operational review, they de- 
cided the site no longer made sense, but in the process they got all 
kinds of people excited, thinking there were 200 jobs coming to 
Myrtle Beach. Shouldn't the operational review come first before 
communities, whether it might be— whether it's Myrtle Beach or 
L.A., get excited about the prospect of a postal facility coming to 
their neighborhood, and it turns out at the end of the operational 
review that doesn't happen? 

Mr. Henderson. You're absolutely right. I'll give you the ration- 
ale for the record, the details to your office on what the reason for 
changing their minds. I do know that they are still looking in Myr- 
tle Beach for an operating facility, but it is unfortunate when a 
community anticipates something that as a result of an operational 
review might not occur. So we— they should have done the oper- 
ational review first. That's right. 

Mr. Sanford. If there's any way— because apparently it was 
talked about at the beginning of October, some sort of press release 
from the Postal Service just to squelch it, because people keep call- 
ing— not that I'm selfish about this, but I am— our office saying 
why this happened, some kind of explanation from the Postal Serv- 
ice to the local media outlets back home just so that they feel like 
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the question has been answered, because from their perspective it 
feels like it's still hanging out there, and they don't quite under- 
stand why. 

Mr. Henderson. We'll put out a press release. We'll show it to 
you before we release it. 

Mr. McHugh. Mention him. 

Mr. Sanford. I appreciate it. 

I don't want to burn up any more of your time, but going back 
to this cost conversation we briefly had, any further insights that 
you could offer me or others on the committee on how to get ahold 
of the cost part of the income statement with Postal Service? 

Mr. Henderson. It's substituting capital for labor. It's automa- 
tion. If you take the productivity in the Postal Service in 1988 and 
assume that same productivity today, you'd have to add over 
100,000 people to the rolls. There's a huge impact. 

The thing that we have enjoyed over the last 25 years, 28 years 
I've been in the Postal Service, is continuous growth. In other 
words, you're just like an automobile plant with enormous demand 
that keeps escalating up. You keep expanding. That's what hap- 
pens in the Postal Service. We have been in the past growing. 
We've made money in the last 5 years, and our expenses each year 
have been somewhere in the neighborhood of 5 percent. So that's 
good growth. These charts don't predict that for the future, but 
there was never anticipation that the Postal Service's absolute 
costs would go down because you have a growing workload, grow- 
ing demand, and it shows up on your bottom line. 

Mr. Sanford. I thank the Chair. 

Mr. McHugh. I thank the gentleman. 

General Henderson, you may have heard Mr. Ungar in the re- 
sponse to one of the subcommittee members— I 'm sorry, I don't re- 
member which one— who asked about ratemaking data. Mr. Ungar 
cited the report that made some 40 recommendations, I believe he 
said, and then he went on to suggest that GAO had not yet been 
successful getting a response from you folks as to how, if at all, you 
were going to respond to any or all of those 40 recommendations. 
Are you familiar with where that might be? 

Mr. Henderson. We're in the process of implementing those rec- 
ommendations. I 'll clear the problem up with GAO. 

Mr. McHugh. Is it your plan to issue a response to the report 
or an implementing plan to the recommendations? In other words, 
how might we on the subcommittee be advised as to what you're 
going to do to pursue that? 

Mr. Henderson. We didn't plan on it, but after this today, we'll 
put together a timeline and some milestones and provide you the 
report. 

Mr. McHugh. Great. 

[The information referred to follows:] 
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Questions submitted to Postmaster General William J. Henderson 
in follow-up to the Oversight Hearing on October 21, 1999 


1 . The Postal Service reported that successful cost management in FY 1999 
has the Postal Service on track to achieve its FY 1 999 operating plan for a 
$200 million net income. It has been reported that net income may, in fact, 
be close to $300 million for FY 1999. According to the Postal Service, for 
FY 2000, it appears that cost-saving efforts and expected mail volume 
growth of 3.8 percent should enable the Postal Service to reach its FY 2000 
net income target of $100 million. To its credit, this would mark the sixth 
consecutive year of positive net income; something never before achieved 
by the Postal Service. 

(a) How do you respond to those who question the need fora rate case in iight 
of this strong financial performance? 

Expense reductions realized as a result of the “Management Challenge" 
initiative enabled us to record a net income of $363 million in FY 1999. 
However, inflation and other cost pressures continue to place strains on our 
financial performance. Eventually, our present rates will not produce 
enough revenue to cover our costs. 

Looking forward to 2001 , one major driver of expense increases will most 
likely be labor costs. Two of our major collective bargaining agreements will 
expire early in FY 2001 and the costs of new labor agreements are uncertain. 
A third major union contract, resulting from an arbitrated settlement, extends 
into 2001 and provides for a general pay increase, continuation of COLA, and 
a one-grade pay increase for over 200,000 workers early in FY 2001 , 
Employee benefit costs such as health insurance are also forecast to rise. 

The cost of our universal service infrastructure also continues to grow. 

The nation's growing population produces about one million new 
addresses that we must deliver to each year. This requires more letter 
carriers and mail handlers, as well as more trucks, processing equipment, 
and buildings. In addition, we must maintain and improve our current 
physical assets and prepare for the future with new technologies and 
services. This requires funding for our capital investment program. 

While we are constantly improving our efficiency to help keep costs down, 
we simply cannot cover all these additional costs without some increase 
in our rates. 
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2, The current rates and classification schedule was implemented during FY 1999. 
Many stakeholders have argued that it would be good public policy to delay an 
omnibus rate filing until the FY 1999 cost figures are available in order to have 
the best possible data on which to base rates and classification changes. 

(a) Does the Postal Service agree with this viewpoint and is a delay under 
consideration for this reason? 

While fully understanding the potential benefits from basing the next rate 
case on cost data from FY 1999, as explained below in response to subpart 
(b), the Postal Service does not believe that those potential benefits would 
outweigh the financial costs of delay. 

(b) If not, please explain why using FY 1998 cost data as the basis for setting 
rates is necessary and acceptable to the Postal Service. Please include in 
your response a discussion of the financial and public policy considerations 
that the Postal Service takes into account in the deciding when to file for an 
omnibus rate change. 

The driving force behind the filing of any request for general postal rate 
increases is the need to maintain the financial viability of the Postal Service. 

In general, issues relating to the rate case process are secondary to the 
more fundamental issues that determine when a rate change is required. 

For example, once it is determined that the Postal Service's financial 
condition and other public policy considerations warrant a rate increase, 
issues regarding what exact data are available to employ in that process are 
unlikely to alter the primary determination that a rate case is required. 

Specifically, complete information that would allow us to use FY 1999 as the 
base year for costing purposes in a rate case will not be available until 
spring of calendar 2000. If the Postal Service were to delay its filing (relative 
to an otherwise preferable filing date) in order to incorporate FY 1999 data, 
the inevitable result would be delay in implementation of the new rates. 
Depending on the ultimate magnitude of the overall rate increase, each day 
of delay in implementation could be worth tens of millions of dollars. 

In theory, it would be preferable to use FY 1999 data instead of FY 1998 data. 
By the same logic, however, it would also be preferable to use FY 2000 data 
instead of FY 1999, because FY 2000 would be the first full year of data 
reflecting whatever changes might have been engendered by implementation 
of new rates in January 1999. Yet, obviously, to wait until complete data for 
FY 2000 is available would delay the filing until well into FY 2001 . 
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The financial needs of the Postal Service could not be reconciled with such a 
delay, even if the result would be somewhat improved ratemaking data. 
Similarly, the potential advantages of even the more limited delay associated 
with waiting until complete data from FY 1999 are available do not appear to 
outweigh the financial consequences of such a delay. 

With respect to the more general considerations associated with rate case 
filings, the Postal Reorganization Act allows the Postal Service to request 
changes in postal rates when it determines that "such changes would be in 
the public interest and in accordance with the policies of [the Act].” Primary 
among those policies are that rates be sufficient to enable the Postal 
Service to maintain and develop postal services of the kind and quality 
appropriate to the needs of the country, and that rates generate sufficient 
revenues to achieve financial breakeven. Postal management constantly 
monitors the ability of the existing rates to allow the Postal Service to 
achieve these objectives, both in the near term and over a reasonable 
forecast horizon. Management must be forward-looking because the 
process of changing postal rates (in an omnibus rate case) extends well in 
excess of a year when measured between the time the need for a change is 
first anticipated and the time that new rates can be implemented. 

Each occasion in which a potential rate filing is contemplated requires 
consideration of a unique set of factors. Some factors must always be 
included, such as anticipated trends in postal revenues and expenses and 
anticipated progress towards the Postal Service’s policy objectives with 
respect to the recovery of prior years’ losses. Also important is the length of 
time since the previous general rate change and the magnitude of that 
change, both absolutely and relative to other price changes in the economy. 

Other factors might be more specific to the existing circumstances, such as 
the existence of opportunities to reduce or defer any anticipated expenses, 
and the potential consequences associated with such reduction or deferral. 
The cash flow situation and options with respect to borrowing may also be 
relevant. Consideration must also be given to any conditions with the 
potential to cause financial results to diverge substantially (i.e., improve or 
deteriorate) from what is actually expected as the more likely scenario, and 
the levels of risk are involved. 

A final factor to address would be any special circumstances that favor 
advancement or deferral of a general rate change. Of course, not only must 
all these factors be considered individually, but the results of such 
considerations must be balanced against each other to reach a determination 
that best serves the needs of the Postal Service and its customers. 
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(c) How frequently does the Postal Service expect to file for omnibus rate 
changes? Does the Postal Service intend to file for an omnibus rate 
change whenever its net income is likely to be negative, no matter by how 
much, in any fiscal year? 

The Board of Governors decides the timing of rate change filings, balancing 
the various financial, operational, service, and public policy objectives of 
this organization. Apart from the Board’s evaluation, the Postal Service has 
no policy that would automatically require filing for a rate increase under 
any specific set of circumstances. 

There are two specific factors, however, which help guide decisions on the 
timing of rate increases. First, Resolution No. 95-9, established by the Board 
of Governors, requires postal management to plan for cumulative net income 
in each rate cycle to equal or exceed the cumulative prior years’ loss recovery 
target for the same period, as established in the most recent rate case. 
Second, the Postal Service strives for rate increases at or below the rate of 
inflation that will provide sufficient revenues to enable the organization to 
maintain, improve, and develop necessary postal services. 

(d) Has the Postal Service established a policy to file for more frequent (e.g.- 
every other year rather than the historical pattern of approximately every 
three years) but smaller rate adjustments with the Postal Rate Commission? 

No. In the past, various customers have advocated that the Postal Service 
file for smaller increases more frequently, rather than less frequently for 
increases that would tend to be larger. As suggested by the response to 
2(c), however, the Board’s determination of when to initiate rate changes is 
based on its assessment of many different circumstances and a balancing of 
objectives, without regard to any simplistic formula. 

The question assumes that “small” rate increases must be “more frequent,” 
The new rates put in place in 1995, however, represented one of the smallest 
average increases up to that time, yet defied expectations in lasting four 
years, the longest stretch of stable prices in three decades. We continue to 
work towards implementing rate changes that are at or below the level of 
inflation and last as long as possible. 

(e) Will the Postal Service generate and make available a version of the Cost 
and Revenue Analysis (CRA) and Segment and Components Report for the 
base year using the Postal Rate Commission R97-1 costing methodologies? 

If not, please explain, in detail, why not. 

Yes. 
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(f) Last year the Service reported that it continues to research “means for 
speeding up the production of reliable cost information and that it was 
conducting a review of the procedures used to organize data from the cost 
systems into the CRA.” Please report on the results of your review. Have 
you been able to move up production of cost data? What is the earliest 
possible date when the CRA can be produced? With advances in 
automated data collection and information technology, why has the Postal 
Service been unable to move up production of this important information? 

The Postal Service continues to research means for speeding up the 
production of reliable cost data. The results of our recent review on 
speeding up the production of cost data were fruitful. Many timesaving and 
quality improving changes were made. For example, the spreadsheets that 
are inputs into the CRA were completely revamped, making error detection 
easier and making data entry into the CRA mainframe model simpler. Also, 
an automatic upload of much of the mainframe data was created, thereby 
reducing data entry and increasing data accuracy. 

As we improve the production of cost data, we incorporate data from additional 
systems to enrich our CRA information. As a result, we have better quality 
data. However, as we bring additional systems into use, we must test and 
scrutinize these systems to ensure their quality, which takes more time. 

The CRA is produced as quickly as is practical, but since it is such a very 
important piece of business information, it is critical that the information be as 
complete and accurate as possible. That is why we subject cost data to a 
lengthy auditing process by our external auditors and a thorough examination 
by postal management before it is released. 

3. In his statement, the Postmaster General claims that the Service's recent 
“efforts will save America's ratepayers more than $2 billion.” Apparently this 
figure is tied in some way to the delay in implementing the last omnibus rate 
increase (the so-called “$800 million dividend”). The Postmaster General 
testified last year that the Postal Service apparently overestimated the 
revenue requirement in the last rate case because of overly ambitious 
capital spending plan. In the Postmaster General's recent statement, these 
alleged savings are also related to the program to reduce the Service’s 
negative equity and delaying rate implementation. 
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(a) Please provide a detailed breakdown of the “more than $2 billion’’ figure. 

The figure represents the total savings to mailers through FY 2000 from the 
combination of the decision to defer implementation of the R97-1 rates and to 
extend the rate cycle an additional year. The delay in implementing the R97-1 
rates saved mailers $350 million in FY 1998 and $450 million in FY 1999, for 
combined savings of $800 million. The extension of the rate cycle resulting 
from the delay In implementation w/ill save mailers an additional $1.4 billion in 
FY 2000, bringing the total savings to $2.2 billion. 

(b) Wasn’t the delay in the implementation of the last rate increase the result of 
the Postal Service’s overestimation of its test year costs discussed by the 
PMC, particularly for “other programs?’’ Did the Postal Service really “save" 
anything for ratepayers? 

Yes. Originally, the Postal Service planned to increase its rates in the summer 
of 1998. The Postal Service's strong financial performance in FY 1998 
factored into the Board of Governor's decision to delay the rate increase until 
January 1 999. This delay "saved” postal ratepayers money that they would 
have had to spend several months earlier in the form of higher postage rates. 
The decision "cost" the Postal Service additional revenues it would have 
received in 1998, lowering its net income for that year by $350 million. It also 
required the Postal Service to implement aggressive cost containment and 
reduction programs in 1999 to make up for lost revenues. These actions 
produced additional "savings" for our customers. Additional information on 
reductions in “other programs" is provided in the response to Question 20(a). 

(c) Isn't this equity restoration just the result of paying down debt from operating 
revenue - revenue provided by ratepayers? What has the Postal Service 
done in this case to “save" money for the ratepayer? Is the Postal Sen/ice 
using the term “save” in this case with the meaning “to put aside money?" 

Equity restoration is not a synonym for paying down debt. Both prudent 
financial management and the federal courts distinguish between the two 
concepts. Use of prior year loss recovery in calculating the required revenues 
is part of the postal ratemaking process. Debt, on the other hand, is a means 
of funding losses when they are incurred. 

The Postal Reorganization Act rests the fiduciary responsibility for the federal 
government's investment in the Postal Service with the Board of Governors. 
The Governors, in carrying out that trust, established a policy of restoring the 
equity invested in the Postal Service by the federal government. This is 
prudent financial policy. Any business organization needs a prudent reserve 
against the uncertainties of its markets and its costs. In its charge to the 
Governors, the PRA makes specific mention of the need to cover contingency 
and financing requirements such as sinking funds. 
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The financial performance of the Postal Service in the last five years has 
reduced the margin needed on revenues to restore the federal government's 
equity investment in the Postal Service. In addition, the dollar amount of 
required revenues in R97-1 needed to recover prior years' losses was 
substantially less than in R94-1 , reversing the trend of increasing prior year 
loss recoveries included in postal rates. Lowering the amount of revenues 
for prior year loss recovery does “save” postal customers money by reducing 
the overall size of the rate case. 

(d) If by “save” the Postal Service means “to avoid unnecessary waste or 
expense” horn can the Postmaster General’s claim be reconciled with the 
fact that the Service’s Total Factor Productivity has declined in 4 of the last 5 
years for a cumulative decline of about 3 percent? 

In this sense, and as indicated in the answer to (a) above, “save” refers to 
the Postal Service's decision to delay implementation of the R97-1 rate 
increase and to make the rates last for an additional year beyond what was 
originally planned. Additionally, overtime we also “save" the rate payer 
money by implementing process improvements and capital investment 
programs by increasing efficiencies. Examples are included in the answer 
to Question 92(d). In addition, efficiencies resulting in “savings” to the 
customer are not always reflected in the total factor productivity measure as 
explained in the answer to Question 10(a). 

4. The U.S. economy has shown sustained growth over the last decade. It is 
said that “a rising tide lifts all boats.” In his statement last year the 
Postmaster General characterized the Postal Service as a “very well-running 
ship.” But, as indicated by the GAQ testimony, there may be rough seas 
ahead. Postal Sen/ice volume trends are not encouraging, The Postal 
Service itself predicts that electronic diversion will seriously threaten its core 
business in the next decade. The Postmaster General has repeatedly 
warned of the threats from direct competitors including other postal 
administrations. Postal Service productivity has lagged behind private 
sector productivity despite the Service's investment in automation, 
undermining its stated goal to substitute capital for labor. It appears that the 
new labor agreements will negatively impact the Postal Service's financial 
performance unless there are significant gains in productivity. Indeed, in its 
statement, the GAQ warns that the growth of the Internet, electronic 
communications, and electronic commerce have the potential to 
substantially affect the Service's volume. Consequently, the GAQ feels it is 
imperative that the Service resolves longstanding issues in order to 
maximize performance, manage employees, maintain financial viability and 
adapt to competition. 


7 



142 


(a) Is management concerned that the Service’s recent strong financial 
performance may be mainly due to the recent strength oftheU.S. economy 
and, as a result, its employees may be lulled into a false sense of security 
and fail to understand that fundamental change is on the horizon? 

We believe that our string of financial and service successes have helped 
build employee pride, but not created unrealistic expectations. Even amidst 
the historic improvements of the past five years, we have continued to make 
it clear to employees that this organization has some tali hurdles to cross in 
the twenty-first century. There are undoubtedly some employees who refuse 
to accept the facts and may even believe that the Postal Service is “crying 
wolf’ when it comes to the future. For the most part, however, our 
discussions with employees and their representatives lead us to believe that 
they do understand the competitive nature of the marketplace and are willing 
to work together to embrace change and turn potential threats into powerful 
opportunities for progress. 

Postal management, for its part, clearly understands the cyclical nature of the 
economy and is working to establish a stable foundation of success. Although 
this organization has benefited from the strong economic environment, it is still 
working to control costs, improve efficiency, and identify new and steady 
sources of revenue. In FY 1999, for example, the Postal Service reduced costs 
by $800 million in response to the deferred rate case and soft revenue growth, 

(b) How do you respond to the GAO testimony? Do you agree with the GAO’s 
warning that it is imperative that the Service resolve longstanding performance 
challenges in order to maintain its position in the dynamic communications and 
delivery environment? 

The Postal Service is like every other organization in the world that seeks to 
maintain a strong position in a highly competitive marketplace. It must 
improve every facet of its performance. It must improve productivity both 
through new technologies and more effective processes. It must manage its 
operations prudently and its costs rigorously. It must expand and strengthen 
its product lines to reflect changing needs and innovate to satisfy customers 
in entirely new ways. 

The strength of our performance management system and the demonstrated 
capacity of postal managers and employees to respond to change gives us a 
fair measure of confidence in our ability to respond to fundamental shifts in the 
marketplace and the economy. We believe, however, that legislative reform is 
still needed to give us more effective tools and more flexibility to adapt to 
change and thrive in the new millennium. That is why we have joined with 
Congressman McHugh and other members of Congress in working towards 
the creation of a new legislative paradigm for the Postal Service. 
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(c) How does the Service plan to meet each of these challenges: (1) maximize 
performance, (2) manage employees, (3) maintain financial viability and (4) 
adapt to competition. 

This question cannot be answered either simply or succinctly. Our response to 
each of these challenges is best summarized in our Five Year Strategic Plan, 
FY 1998-2002, mandated by the Government Performance and Results Act of 
1993. The plan is in the process of being updated and a copy will be provided 
to the Subcommittee later this year. 

5. The Postal Service forecasts that its First-Class Mail volume will decline 
substantially in the next decade. In addition, Standard A mail is forecast to 
grow at a slower rate. 

(a) Based on these forecasts what would the impact be on postal operations 
and postal rates? What is the Service doing to prepare for declines in its 
core tetters and flats business? 

The Postal Service forecasts that First-Class Mail will begin to decline in real 
terms beginning in FY 2003 and an average of 2.5 percent from FY 2003 to 
FY 2008. Our analysis leads us to believe that barring economic distresses 
and revolutionary changes in technology that simply cannot be foreseen, 
overall mail volume will continue to grow over the next decade and will help 
compensate for the decreases in First-Class Mail volume and revenue. 

Given these forecasts, we feel confident that a continued focus on cost 
reduction, new revenue opportunities, and improved service will strengthen 
our product lines and enable us to hold rate increases at or below the rate of 
inflation over the next decade. 

(b) Recent “E-Sign” legislation introduced in the Senate and the House would 
facilitate and enable the use of electronic signatures by registered broker- 
dealers and others in the securities industry in their business dealings with 
customers and other transactional parties. Does the Postal Service have a 
forecast of how much more volume and revenue it would lose if such 
legislation is enacted? If so, please provide the forecast and explain how it 
was derived. If not, please develop your best estimate, including if 
appropriate, a range of values for volume and revenue loss. 

The Postal Service currently has no specific forecast for potential volume 
and revenue that might be lost if this legislation is passed. Much of the 
transaction volume in the industries affected by the legislation, however, 
travels outside of Postal Service mail streams. We estimate that the volume 
impacted by such legislation is extremely small and would not warrant a 
special study to determine its significance. 
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6. Commenting on FedEx’s disappointing first quarter earnings report, some 
analysts related the result to the Internet effect. Some analysts said that the 
internet might actually be cutting into FedEx’s growth at the moment. One 
analyst said: “Volume trends are sluggish, and the reasons for that are still 
a little puzzling.” He said: "Whatever incremental volume they’re getting 
from electronic commerce that didn’t move that way before ... appears to be 
offset and then some by what they’re losing to electronic transmission of 
messages and computer files.” 

(a) Does the Postal Service have any credible market research to indicate what 
the net effect of the Internet will be on its bottom line? What does this 
research indicate? 

The Postal Service constantly monitors market conditions and consults 
leading experts on electronic diversion. However, there is no consensus 
among the experts on what net financial impact the Internet will have on the 
Postal Service or even private carriers. 

Nearly all analysts and industry experts believe that the growth of electronic 
commerce will generate significant increases in package volumes. Many 
believe that the complexities of on-line distribution and fulfillment will also 
increase the demand for logistics and related shipping services. 

At the same time, the Internet is clearly being used to bypass the mail in a 
number of different ways. Virtually everything that can be done by mail can 
now be done via the Internet, from advertising to personal correspondence, 
from the transmission of financial data to catalog shopping. We are particularly 
concerned about trends in bills, statements, and remittances, and watch them 
closely. At present, mail retains its superior value in the eyes of the consumer. 
Major players in the banking sector and other industries, however, are stepping 
up their attempts to convert consumers to electronic payments. 

The Postal Sen/ice will continue to track industry trends closely and will 
attempt to respond effectively to the threats and the opportunities created by 
the internet and electronic commerce. 

(b) If, as at least one pundit speculates, the net Impact of the Internet is 
negative for FedEx, wouldn’t it be more so the case for the Postal Service 
whose volume mix is dominated by letters and documents, the very 
business that is most susceptible to electronic diversion? 

There is no consensus that the internet is going to have a negative impact 
on the volumes of FedEx. 

Analysts at Morgan Stanley Dean Witter recently stated: 
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“In our view, the internet should provide more and better access to 
FedEx’s on-line system and stimulate more in-home buying. In addition, 
we believe that FedEx should benefit from the macroeconomic trends of 
value-added businesses and just-in-time inventories." 

in September, Saloman Smith Barney also said that it believes that the 
Internet will gradually benefit FedEx, though admitting that the impact “over 
the next several years is far from completely clear." Another recent article in 
a computer magazine stated that “most analysts in the know say there’s not 
enough evidence to demonstrate that e-mail has hurt shippers." 

Even if it is assumed that FedEx will ultimately lose business to the Internet, 
one could argue that new internet-based services would have a much greater 
impact on FedEx than on the Postal Service. FedEx specializes in time- 
sensitive letter and document delivery. A new technology that speeds 
delivery, or makes speedy delivery more cost-effective, will have a large 
impact on their business. Postal volumes, the large majority of which do not 
tend to be urgent, are somewhat less sensitive to these new technologies in 
the short run. In addition, the Postal Service’s residential delivery network 
and low prices have helped give it a much larger share of electronic 
commerce package deliveries than FedEx. A survey of 1998 on-line holiday 
buyers indicated that the Postal Service delivered 32 percent of packages 
generated electronic commerce packages, while FedEx delivered 10 percent. 

The Postal Service does remain concerned about the future of our bills, 
statements, and payments market, which we believe is vulnerable to 
electronic diversion over the Internet. To offset this diversion, we must 
continue to improve sen/ice and efficiency and take advantage of new 
opportunities provided by the internet itself. 

(c) Does the Postal Service have contingency plans in the event that the 
growth in Internet-related revenue, such as package delivery, does not 
equal or exceed the loss of revenue from electronic diversion? Please 
discuss those plans. 

We are working to develop comprehensive, integrated business plans that 
allow us to adjust to forces taking place in the marketplace. In the 
meantime, we continue to focus on growing our business in the expedited 
and package delivery market; expanding our capacities in electronic 
commerce; growing our core products, and pursuing opportunities to boost 
productivity. 
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7. One of the Service’s Voice of the Employee goals is to “have the right 
people in the right place with the right tools at the right time to consistently 
provide superior customer value and ensure commercial viability in a 
dynamic market.” As labor costs account for nearly 80% of the Postal 
Service’s total cost it is important to focus on how the Postal Service is 
managing its employee complement. Of particular concern is the number of 
career postal employees, the most expensive category of employee. Unlike 
casual and transitional employees, it is difficuit and, in some cases 
impossible, for the Postal Service to layoff or reassign career employees. 
Therefore, it is important that the Postal Service carefully evaluate its short- 
term and long-term workforce requirements before hiring additional career 
employees. As workshare volume continues to grow and automation 
increases productivity in maii processing operations, it would seem that in 
order to reap the benefits of automation the Postal Service will have to hold 
the line on hiring career employees. Based on the Subcommittee’s review 
of recent employment figures it appears that the Postal Service is 
aggressively shedding the “low hanging fruit” (i.e., casual and transitional 
employees) and trying to control the number of career employees relative to 
growth in mail volume. 

(a) Can you confirm that this is the case and will this trend continue? Do you 
anticipate that at some point the low hanging fruit may be gone and, as a result, 
you will have to implement other actions to manage labor costs ? 

The Postal Service is not pursuing a deiiberate strategy to reduce the number of 
casual and transitional employees and we do not regard these employees as 
“low hanging fruit” that will one day disappear. Casual and transitional workers 
give us needed flexibility to respond to seasonal and market-driven fluctuations 
in volume and will continue to play an effective role in our success. 

Our approach to complement management is to anticipate and monitor changes 
in maii flow and to implement plans that enable us to maintain appropriate levels 
of service and productivity. While automation and worksharing efforts continue 
to move forward, mail volume also continues to grow. In recent years, we have 
been able to reduce complement successfully through attrition. 

(b) Can employees expect more of the same absent reform ? 

See the response to Question 7(a). 

(c) Has the Postal Service initiated a hiring freeze at any organizational level? 

No. 
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(d) Please discuss the nature and extent of the budget cuts associated with the 
Postal Sen/ice’s recent cost reduction program, which the PMG described 
as a “life style change. " 

In order to offset expected shortfalls in revenue and generate a positive net 
income for FY 1999 and FY 2000, postal management challenged 
managers across functional units to work together to create more efficient 
operations and reduce budgeted expenses without impacting service. 

In FY 1999, the Postal Service achieved reductions of $870 million, 
including a reduction of $620 million at Headquarters and $250 million in the 
field. Of the headquarters contribution, $130 million was the result of scaling 
back or delaying major programs. The remaining savings were achieved by 
each functional area reprioritizing its activities and needs. Field managers 
were successful in meeting planned reductions of $250 million through local 
management initiatives designed to increase efficiency and reduce costs 
without impairing service. 

in FY 2000, management reduced expenses by $1 .2 billion during the 
budget allocation process, including reductions of $465 million in the field 
and $711 million at Headquarters. Due to a potential revenue shortfall again 
in FY 2000, current efforts are underway to remove another $400 million 
from Headquarters expenses. As in FY 1999, these reductions will be 
achieved without impacting service. In addition, VOE support funds are still 
incorporated in the budgets to support the Postal Service's training and 
safety goals, 

(e) Is the Sen/ice planning any downsizing or major restructuring of 
headquarters or headquarters units? If so, please discuss the timing and 
extent of such downsizing or restructuring and how it will be achieved. 

The Postal Service is always looking for opportunities to eliminate waste and 
redundancy through organizational redesign. At the present time, however, there 
are no plans for a major restructuring of headquarters or a headquarters unit. 

8. PMG Henderson recently was quoted in the press as saying, “the Postal 
Service really has much less chance to survive without modernization and if 
we weren't around, the U.S. consumer would suffer dramatically.” 
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(a) Assume the Postal Reorganization Act (Title 39) is not amended and the laws that 
govern the Postal Service are not updated. Has the Postal Service developed any 
policies to minimize the impact on the U.S. consumer and taxpayer? 

In the absence of legislative reform, the Postal Service will simply have to 
make maximum use of the flexibility and authority it has been afforded by 
existing law. To meet the challenges posed by technological change and 
growing competition in the domestic and international arenas, the Postal 
Service will have to be both creative and aggressive. This will mean not 
only optimizing the delivery of existing products and services, but also 
developing new ones, both as a source of revenue and a response to 
market demand. Above all, however, the Postal Service will continue to 
have as its primary function providing universal public services that are 
prompt, efficient, and affordable. 

9. The Postmaster General testified that for FY 1999 the Postal Service 
revenue was below plan by $620 million. 

(a) Please provide a detailed breakdown of the revenue variance from plan, 

Mr. Henderson's original statement was made using an estimate of our final 
FY 1999 revenue developed before our books were closed. The actual 
variance to plan is $640 million. The breakdown of revenue variance to plan 
is as follows, where a number in parenthesis indicates a shortfall to plan: 


(in millions) 


Service Option 

Total 

First Class 

$125 

Priority Mail 

(279) 

Standard (A) 

(314) 

Parcel Post 

(125) 

International 

(63) 

Other Revenue 

16 

Total Variance 

$(640) 


(b) How much of the S620 million variance was the result of unanticipated declines 
in volume in response to the rate increase implemented on January 10, 1999? 

The forecast we present to the Postal Rate Commission in each rate case 
incorporates our best estimates of price elasticities by class of mail, and 
gives us an estimate of volumes after a rate change. It is impossible to 
determine, using these tools, how much of the variance was due to a 
response to the rate increase and how much was due to other factors. 
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10. In its testimony the GAO identified improving productivity as one of the major 
challenges facing the Service. The Postal Service produces a productivity 
measurement that takes into account all factors of production. The 
measurement, Total Factor Productivity (TFP), measures the changes in the 
relationship between outputs and the inputs or resources expended in 
producing those outputs. TPF provides a standardized measure indicating 
how well the Postal Service is performing considering the level and mix of 
resources it uses. A comparable measure in the private sector is Multifactor 
Productivity (MFP) for private nonfarm business. 

The Postal Service recognizes that it must improve its productivity to control 
costs and keep rates down. However, overall postal productivity has increased 
only 9.1 percent since postal reorganization, despite vast changes in automation 
and information technology. Further, productivity has declined in 4 of the past 5 
years. The Service has projected that productivity will grow by 3.1 percent in 
fiscal year 2000, a rate that has only rarely been achieved in the past. The 
Service plans to reduce labor hours by 1 percent in FY 2000 while absorbing 
continued growth in mail volume and the size of its delivery network. 

(a) How does the Postal Service account for the fact that productivity has declined in 
4 of the past 5 years and has not matched productivity gains in the private sector? 

In recent years, the Postal Service has invested substantial sums to improve 
delivery service and customer satisfaction and to make infrastructure 
improvements. In 1998 and 1999 alone, the Postal Service committed 
almost $7.8 billion in capital spending. Many other service and customer 
satisfaction improvement efforts were charged against expenses. 

Many of these efforts have had a short-term negative impact on productivity. 

The Postal Service, however, believes that the service and customer 
satisfaction benefits were significant and worth the investment. For example, 
the on-time delivery of overnight First-Class Mail improved from 83 percent in 
FY 1994 to 94 percent in the second half of FY 1999. 

Although service quality improvement is not included in TFP, it is essential 
to the long-term future of the organization. Even productivity-enhancing 
investments such as automation often reduce TFP in the near-term, as the 
capital investment occurs up front, while the savings are realized over time. 

In addition, the Postal Service faces operational constraints and challenges 
that are not encountered in the private sector. It must continually invest to 
maintain and improve an infrastructure that includes 38,000 facilities and a 
fleet of more than 200,000 vehicles needed to serve every American 
household and business six days a week. These public service obligations 
constrain the Postal Service’s ability to generate productivity improvements. 
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(b) What measures is the Postal Service taking to improve productivity? 

Specific operational strategies have been developed for reducing work hours 
and expenses in FY 2000, while maintaining service at its current, high levels. 
The Postal Service will realize increased efficiencies from its substantial 
automation investments. In particular, the automatic sorting of mail into delivery 
sequence will increase, providing significant work hour reduction opportunities 
in the carrier craft. We also have plans to implement further automated sorting 
of non-letter shaped mail, which also creates substantial opportunities for work 
hour savings. Numerous other efforts are in place, both at headquarters and in 
the field, to identify and implement expense reductions. 

(c) How does the Service plan to achieve its ambitious goal to grow productivity 
by 3. 1 percent in FY 2000? 

Because of the Postal Service's financial and operational success in FY 1999, 
the actual productivity improvement estimated needed to achieve its FY 2000 
net income plan of $100 million has been reduced to 2.9 percent. It is 
important to understand that TFP is a measure of internal efficiency and the 
2.9 percent target is the expected outcome of achieving the net income plan. 
The actual TFP result may differ by a few tenths of a percent. 

(d) Can this goal be achieved while maintaining the quality of mail delivery and 
retail services? 

Yes. Recent experience proves that it can be done. In the fourth quarter of 
FY 1999, the Postal Service matched a performance record by deiivering 
94 percent of local letters overnight, while achieving TFP of 2.3 percent. 
Management is committed to achieving its financial objectives without 
sacrificing service in the coming year. 

(e) Does the Service expect to downsize in any particular area or lay off 
postal employees to reduce workhours by 1 percent? Please explain 
how the 1 percent reduction will be allocated. 

Other than its previously announced intention to close 15 Remote Encoding 
Centers (RECs) by September 2000, the Postal Service has no current 
plans to downsize or lay off postal employees. The Postal Service is 
working closely with union and management associations to provide 
affected REC employees with employment options. The Postal Service's 
plans to decrease work hours will be accomplished primarily by reducing 
complement through attrition. 
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1 1 . Recognizing that service improvement is an important component of output, 
the OIG has recommended that service performance be incorporated as a 
part of output in the calculation of total factor productivity. 

{a) What is the Postal Service’s current position on this recommendation? is 
the Postai Service developing such an adjustment to the TFP calculation? 

As the Inspector General noted in her report, it is essential to understand the 
linkages between service performance and TFP in order to make an informed 
evaluation of TFP performance. It is important to recognize that while TFP may 
have been negative in recent years, service performance has reached record levels. 

As we noted in our response to the OIG’s draft report, however, measuring 
service improvements relative to workload growth and resource usage is an 
extremely complex task. We have addressed this issue periodically since 1984 
and most recently in 1 997. At that time, we were not able to develop a 
statistically valid relationship between TFP and service performance to serve as 
the basis for an econometric model of TFP that included a service component. At 
the present time, the Postal Service is not developing such a measure. 

12. On April 16, 1999 a contractor released a report that the Chairman requested 
on the quality of Postal Service data for ratemaking. The Subcommittee is 
concerned the Postal Service may be distracted from responding to the 
recommendations in the report as the managers and staff who are 
responsible for these data systems get bogged down in litigating the 
anticipated rate case. As discussed in the hearing, the Chairman is 
expecting a response to the GAO recommendation that the Postal Service 
issue a report to the Congress on actions to respond to the study 
recommendations and otherwise improve the quality of ratemaking data. 

This matter is of heightened importance in light of the upcoming rate case 
and the long-standing problems with the ratemaking data. It has been over 
four and a half years since the Chairman requested a study of the quality of 
ratemaking data and over six months since the contractor issued its report. 

(a) For the anticipated omnibus rate case, what improvements, if any, will be 
reflected in the quality of the cost, revenue and volume data used to 
develop rate proposals? 

The April 1 6 report both confirmed the adequacy of ratemaking data and 
provided useful suggestions on how it could be improved for both ratemaking 
and management purposes. Data improvements made since the Chairman's 
request for a study, as well as improvements recommended by the study that 
were anticipated before the recommendations were received, will be reflected 
in the next case. 
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The following general areas of improvement align with the study's 
recommendations and will be reflected in the next case. 

• Evaluated and verified MODS data quality. 

• Analyzed Delivery Redesign; its data will be incorporated into the next 
omnibus case where practical and appropriate. 

• Prepared clear and complete TRACS documentation. 

• Evaluated National Air and Surface System data quality pertaining to its 
use as a basis for TRACS samples. 

• Examined institutional costs. 

• Analyzed operational changes and impacts on the activities, cost pools and 
cost drivers currently used in the Postal Service's rate making process. 

• Investigated how best to measure the effect of weight and other mail 
characteristics on costs. 

(b) What actions have you taken in the six months since the report has been 
issued to address the recommendations in the Data Quality Study Report? 

First, the work mentioned in Question 12(a) has been completed. Second, 
the Data Quality Study recommendations have been assigned to 
responsible managers, analyzed by management and staff, and placed into 
four action categories. For the most promising items, project goals have 
been incorporated in responsible managers' objectives. 

(c) When will we see improvements made to the attributable costing and 
revenue, pieces and weight systems? 

As part of the Postal Service's continual improvement process for rate 
making data, enhancements and improvements are continually made in 
response to new Postal Service operating conditions, new products and 
pricing strategies, and new information on the performance of current 
information systems. 

(d) What improvements can be made in the short run, the so-called “low 
hanging fruit,” versus the recommendations for longer term improvements to 
the costing systems? 

The areas addressed in Question 12(a) could be considered the plucked fruit. 
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fe) Does the Postal Service have a comprehensive plan that establishes goals 
and priorities for improving the quality of data used in rate making? If not, 
when will the Service develop such a plan? 

Yes. This information has been provided in the Postmaster General’s letter 
to Chairman McHugh, dated December 17, 1999. 

(f) For the record, does the Postal Service agree with the study’s conclusion that 
improvements and enhancements can — and must — be made to ensure future 
data provided for rate making will be sufficiently complete and accurate? 

The Postal Service has always agreed that data must be continually 
evaluated and enhancements, where possible, should and will be made to 
ensure high quality rate making data. For example, the Postal Service has 
made enhancements to its data systems independently from the Data 
Quality Study. 

Some Data Quality Study recommendations were initiated by the Postal 
Service in advance of receiving the Study's conclusions. Other Data Quality 
Study recommendations, where called for and possible, will be implemented 
in time for future rate proceedings. 

13. In regard to the Docket No. R97-1 omnibus rate case, the Postal Rate 
Commission (PRC) and the D.C. Circuit Court confronted the issue of 
inconsistencies in mail identification between the Revenue, Pieces and Weight 
System and the In-Office Cost System. In its Opinion and Recommended 
Decision, the PRC elected to make a conservative adjustment to attributable 
cost and the court affirmed. The Postal Service provided rebuttal evidence in 
Docket No. 97-1 but survey design flaws made it impossible for the PRC to 
know the exact amount of mismatching that occurred. 

(a) What, if anything, is the Postal Service doing to fix this and related 
problems? Will these fixes be in place for the next omnibus rate filing? 

It is the position of the Postal Service, as it was in Docket No. R97-1 , that no 
adjustment to reported costs is warranted on the basis of the alleged 
“mismatch” problem. This alleged problem relates to the fact that, from time 
to time, mail that nonprofit mailers intended to submit at the nonprofit rates 
ended up being charged the regular rates instead. This might result, for 
example, when nonprofit organizations presented mailings that failed to 
comply with the statutory restrictions on the content of nonprofit mail pieces. 


19 



154 


Although ultimately charging regular rates, the Postal Service, at the request 
of the nonprofit mailer, may have allowed the mail in question to enter the 
mail stream bearing the markings of nonprofit mail. Consequently, if data 
collectors sampled this mail downstream, they would have recorded their 
observations regarding such mail as if it were nonprofit mail. These 
circumstances created the possibility of a mismatch, to the extent that the 
revenues for such pieces were credited to regular rate mail, but the costs 
associated with such pieces when sampled were charged to nonprofit mail. 

The Postal Service does not dispute that, in theory, the potential for this type of 
mismatch exists. What the Postal Service does dispute, however, is that the 
magnitude of this problem in actuality is sufficient to call into question the 
reported costs for nonprofit mail. (Recall that while the same potential problem 
existed in Docket No. R94-1, the nonprofit mailers did not see fit to question 
the reported cost data on that basis, when the reported data suggested the 
need for a nonprofit rate adjustment that was substantially below average.) 

The key point to bear in mind is that all reported costs are estimates, and the 
nature of estimation requires an acknowledgement that no estimation process 
can reasonably be expected to be perfect. Given any cost estimation system 
as large and extensive as that of the Postal Service, which attempts to 
allocate costs among roughly 200 billion pieces of mail, the presence of a 
limited amount of statistical "noise” and random error is inevitable. 

The above “mismatch” scenario is but one in a virtually unlimited number of 
hypothetical ways in which data collectors could fail either to identify 
accurately or to record accurately the appropriate subclass of a mailpiece. 

It is not the hypothetical possibility of these types of errors which creates 
concern, but only reliable indications of their actual occurrence with 
substantial and material regularity. 

Thus, when this matter first surfaced in Docket No. 97-1 , it was the initial 
judgment of knowledgeable postal personnel that the potential scale of the 
“mismatch” problem, in terms of material effects on reported costs, was quite 
small. Later during that proceeding, this judgment was supported by empirical 
analysis presented as rebuttal testimony. That analysis suggested that only a 
miniscule fraction of nonprofit mail could legitimately be viewed as candidate 
mail to fit the “mismatch” scenario, a fraction much too small to allow the 
“mismatch” theory to constitute a valid basis to question reported costs. 

While the Postal Rate Commission questioned the accuracy of this analysis, it 
must be recalled that the Commission’s response arose in the context of what 
were characterized as abnormal and unexplained increases in the reported 
costs of nonprofit mail in FY 1996. No such increases were reported in either 
FY 1997 or FY 1998. Therefore, no apparent need exists to adjust nonprofit 
costs for use in a rate case in response to the so-called “mismatch” problem. 
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14. It would appear that the problem of inconsistencies in mail identification 
would equally affect the other cost systems including but not limited to the 
City Carrier Cost System, the Rural Carrier Cost System and the 
Transportation Cost System. 

(a) For each of these cost systems and all other supporting cost systems and 
cost studies please provide a description of how the Postal Service intends 
to adjust the attributable costs to correct for misidentification problems. 

Please see the response to 1 3(a) for an explanation of why the Postal 
Service beiieves that no adjustment in any of the costing systems is 
warranted with respect to the so-called “mismatch” problem. 

15. As the RPW system relies increasingly on mailing statements, mail markings 
have become increasingly unnecessary as a means of mail identification. On 
the other hand, the costing systems have not been fundamentally changed 
and still depend heavily on mail markings. Mailers have found mail marking 
requirements to be burdensome and costly. From a business standpoint it 
would make sense for the Postal Service to wean itself away from such 
reliance on mail markings and abolish or lessen these requirements. 

(a) Has the Postal Service considered adjusting its costing methodologies so as 
to eliminate the need for mail markings? Please discuss. 

Mail markings serve four primary purposes. First, they reinforce postal 
marketing and advertising strategies and brands, e.g., Priority Mail, Express 
Mail, etc. Second, they facilitate revenue protection efforts. Third, they 
allow appropriate mail processing and delivery priorities to be established. 
And fourth, they allow mail categories to be identified in the revenue, 
volume, and cost systems. 

Numerous technologies are being developed that may ultimately reduce the 
reliance of costing on mail markings. Included among these are Planet 
codes, information rich barcodes, and information-based indicia. However, 
until these technologies are adopted by most mailers or used on an 
overwhelming majority of the mail, accurate costing methods will need to 
continue to rely on markings. Furthermore, even though RPW increasingly 
relies upon mailing statement data, it still depends on mail markings to allow 
data collectors to distinguish between categories whose estimates are 
. obtained from mailing statement data and categories whose estimates are 
based on their observations. 

(b) What other purpose(s) besides ratemaking do individual piece mail markings 
serve in the processing and delivery of mail? 

See response to Question 15(a) above. 


21 



156 


16. The Postal Service proposed but the PRC rejected a mail processing cost 
model in Docket No. R97-1. 

(a) Does the Postal Service intend to submit a corrected version of this model in 
the future or will it adopt the 100% volume variability estimate used by the 
PRC? Please explain why or why not. 

The Data Quality Study report requested by the Chairman and released on 
April 16, 1999, included the following observation on page 40: 

The Docket No. R94-1 assumption of 100% volume variable for 
mail processing costs can be traced to Docket No. R71-1 
documentation that is based on an analysis of 1953 to 1969 
manual operations data. It is more accurate to actively measure 
and calculate these elasticities than to continue to assume a 
1 00% variability factor for all mail processing activities. 

Even the Commission, while claiming to find inadequate support for the 
variability analysis presented by the Postal Service on the record in Docket 
No. R97-1, noted that "the Service’s presentation advanced the state of 
knowledge," and further stated that the Commission “hopes and expects the 
Service and the parties to continue to explore this important area.” (PRC 
Opinion and Recommended Decision, Docket No. R97-1 at iv.) 

In the next rate case, the Postal Service hopes to be able to be responsive 
to these views as expressed in the Data Quality Study report and in the 
Commission’s Opinion. Additionally, it perhaps bears noting that any further 
analysis addressing the concerns raised by the Commission has the 
potential to corroborate the original results, rather than suggest that those 
results in some fashion need to be “corrected,” as implied by the question. 

17. We understand the Postal Service is pilot testing an ABC standard costing 
system. 

(a) Please report on the results of the Postal Service’s efforts to implement an 
ABC standard costing system. 

An Activity-Based Costing Model was completed for the Nashville, 
Tennessee, Processing and Distribution Plant in June 1999. Reports have 
been run for FY 1999. Process Action Teams are being formed to act upon 
areas of opportunity identified from the information. As we go to other sites 
in the year 2000, we will be able to compare activity costs across facilities 
and work on best practices. 
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(b) Are these efforts primarily focused on cost management or improving the 
quality of data for ratemaking? 

The focus of our current efforts is on cost management. We have extensive 
data systems that collect data on a macro or national level. However, useful 
information for managing operations at a local level is more limited. Eventually, 
the data we are obtaining in our ABC model might be useful for some 
ratemaking purposes. This conclusion would have to be carefully evaluated. 

(c) How, if at all, can ABC standard costing support ratemaking which requires 
nationally representative estimates of cost for numerous classes, 
subclasses and rate categories? 

The current model would have to be modified for ratemaking purposes since 
it does not provide product costs along the rate categories. The suitability of 
any data used to allocate costs and design rates would have to be carefully 
evaluated and consistent with accepted principles of cost causation. 

18, The original FY 1998 RPW estimates of parcel post revenues were greatly 

understated. Parcel Post revenues were understated by over 15%. The estimates 
have since been revised. 

(a) Please provide a full explanation as to why these figures were underestimated 
and explain how the figures were corrected. 

The most probable reason is that data collectors did not sample small permit 
imprint Parcel Post items. Upon seeing the permit imprint indicia, they 
incorrectly assumed the item was Standard Mail (A). In RPW sampling, 
permit imprint Standard Mail (A) is not counted. 

Another contributing factor was the existence of a "Bulk Mail” marking on 
Parcel Post. This marking indicates that the parcel's postage has been paid 
by a special method involving weight averaging. Data collectors could have 
interpreted the "Bulk Mail" marking as "Bulk Rate", which is a Standard Mail 
(A) marking, and concluded the item was Standard Mail (A). 

Finally, the shift to using mailing statement data for permit imprint Parcel 
Post estimates corresponded to our long-run plan to use, where possible, 
census-type estimates for RPW reporting, instead of sample estimates. 

With respect to the correction of the figures in the official RPW report, use of 
the underestimated Domestic RPW sample data for the report was 
discontinued in Quarter 1, FY 1999. These data were replaced with data 
from maiiing statements at that time. 
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(b) Has the Postal Service corrected its data collection and/or estimation 
procedures to correct this problem in FY 1999 and in future reports? 

Yes, 

(c) Has the Postal Service reviewed its estimation procedure to determine 
whether a similar problem exists for at! other classes, subclasses and rate 
categories of mail? 

Yes. We found that no similar problems exist in other categories of mail. 

1 9. The OiG and the Inspection Service jointly conducted an audit of the Postal 
Service economic analysis and forecasting process. The audit found that 
there were differences between the actual performance and the revenue 
and cost projections, which may impair planning for growth, marketing and 
implementation of projects. In addition, the Subcommittee has particular 
concern for the accuracy of the forecast as it relates to the revenue 
requirement in rate cases. The OIG recommended that the CFO and Senior 
Vice President: (i) continue management meetings with other key 
stakeholders to discuss factors affecting the market environment, (ii) 
forecast to track short-term changes, (iii) reduce contracting cost through the 
use of internal resources, and (iv) benchmark the process to identify and 
implement best practices. 

(a) Please discuss, if and how, the Postal Service has implemented each of 
these recommendations to improve the economic analysis and forecasting. 

We now have In place a definite schedule of meetings between Forecasting, 
Marketing, Expedited and Package Services, and the International Business 
Unit. These meetings encompass a review of commercial and retail revenues, 
RPW reports, and budget and econometric reports compared to actual 
performance and outlook. 

We continue to produce quarterly revenue and volume forecasts by mail 
class and subclass. Each quarter, we update these forecasts to take account 
of changes in the market, postal rates, and economic conditions. 

The Postal Service now relies more extensively on staff and internal 
resources in completing the forecasts. Nearly all internal forecasts use the 
econometric forecast as a baseline. 

The WEFA consulting group has presented a report to the Postal Service 
titled “Forecasting Best Practices; Re-Engineering the Passive Process 
into an Active Management Tool.” Marketing and Finance are reviewing 
the report for specific practices that can be adopted by the Postal Service. 
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(b) Will these improvements be in place for the next omnibus rate request? 

The econometric forecast is a continually evolving tool. We have 
implemented most of the OIG’s recommendation into our forecasting 
process, and we continue to refine and enhance that process when new 
data, methodologies, and practices add value. 

20. In the 1997 omnibus rate case the expenses estimated by the Postal 

Service for “other programs” for FY 1998 exceeded the prior year expense 
by over $2.5 billion. This engendered much angst among inten/enors 
because this expense in large part drove the need for a rate increase. It 
became evident at the close of the case that the Postal Service was not 
going to require this level of funding for "other programs” in FY 1998. 

(a) Please provide for the record a table indicating the actual and projected 
FY 1998 cost for each of the programs in the “other programs” category. 

As indicated in the above statement, the $2.5 billion was estimated 
incremental expense growth. This was the sum of incremental growth in 
various expense categories estimated for FY 1998 over FY 1997 costs. 
“Other programs" includes costs reflected in specific programs initiated by 
management. Also included in the “other programs" category are changes 
in expenses not directly linked to operations, such as interest, depreciation 
and centrally budgeted personnel costs such as annuitant costs and 
workers’ compensation. 

In some respects, Postal Service accounting records reflecting actual 
operating results do not coincide perfectly with the categories used for 
estimating expenses in the rate case. In the rate filing, “other program” 
costs are estimated by cost segment and component. Although a trial 
balance is produced at the end of the year that provides cost segment data 
by account number, in most cases, cost segment and component data are 
not available by program or expense item as included under “other 
programs.” in addition there are hundreds of programs included in this 
category, Included were several major programs that accounted for a 
significant portion of the increase in this category. They are listed below: 
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FY 1998 ($ Millions) 

Actual 


Variance 

Priority Mail Redesign 

289.9 

301.3 

-11.4 

Delivery Confirmation 

36.9 

175,6 

-138.7 


16.8 

87,8 

-71.0 

Associate Office Infrastructure 

81,3 


-42.9 




-52,8 

Point of Service 

29.5 


-60.0 

Stamp Programs 

217.0 

310.2 

-93.2 

Year 2000 

91.2 

255.3 

-164.1 





Total 

846.8 

1 ,480.9 

-634.1 


Reasons for these results vary by specific program or item. Examples of 
several of the major programs are listed below. 

• Deiivery Confirmation - Field depioyment was delayed over three 
months because the scanner contractor was not able to pass acceptance 
testing. Additionally, the contractor did provide scanners at a cost less 
than their original estimates due to enhancements in technology. 

• Mail Transport Equipment (MTE) Service Center Program - This 
program was delayed approximately five months due to ongoing 
discussions with the American Postal Workers Union and the National 
Postal Mail Handlers Union regarding outsourcing. Only four of the 22 
sites were brought on line. In addition to the labor issues, protests were 
received from warehouse contractors over pre-qualification issues and 
sole source awards. 

• Associate Office Infrastructure - Performance of the Managed Network 
Service provided by the contractor under this project was initially inferior 
and caused delays in equipment installation. 

Other delays were caused in some cases by complexity of software and 
deployment. In other cases, the internal approval process took longer than 
originally anticipated. 

The R-97-1 rate case was founded substantially on the need for funds for 
important strategic investments like Deiivery Confirmation, Corporate Call 
Centers and MTE Service Centers, not only for FY 1998, but also for the entire 
rate cycle and for the more distant future as well. What appears on the surface 
as merely expenses being less than estimates in the hypothetical test year in 
most cases is the result of program delays. These delays shifted investment 
from FY 1998 to FY 1 999 when the new rates took effect. The decision to 
postpone implementation of new rates until January 1 0, 1 999, a full quarter 
after the test year ended, more than offset the temporary underrun of expenses 
caused by unforeseen program delays in the test year. 
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(b) Has the Postal Service initiated efforts to irrrprove the estimation of program 
costs to prevent an overstated revenue requirement in the next rate filing? 

Yes. We have heightened the awareness of program managers for the 
accuracy of their estimates, especially as they pertain to a rate filing. 

21 . As promised in the oversight hearing, please provide the following 
information for the record. 

(a) As requested by Mr. Davis, please discuss the Postal Service’s views on 
targeting advertising dollars to minority communities and minority vendors. 

In addition, please provide a report on how procurement practices were 
adjusted and what changes have occurred to involve more minority 
businesses in purchasing. 

The Postal Service’s general market media plan reaches a large portion of 
the multi-cultural segments. However, in cases where the general market 
plan under delivers against minority targets — or in cases where language 
barriers exist — the plan is supplemented with specific multi-cultural 
messaging. For example, we air Hispanic language commercials in targeted 
media such as Univision TV network promoting Priority Mail during key sales 
periods throughout the year. 

Our advertising contract requires our lead media agency to undertake all 
media planning and buying activities for both general and ethnic markets 
and, in all cases, minority-owned suppliers are to be given equal 
consideration. Regarding ethnic targeted initiatives specifically, the agency 
has the opportunity to source minority-owned suppliers for both production 
and broadcast requirements. 

Our record on supplier diversity, historically, is a good one. Over the past 
several years, we have ranked as a clear leader in doing business with 
small and woman-owned firms when compared to government agencies and 
the private sector. We fall in the mid-range with minority owned businesses. 
We regularly compare our performance to both public and private sector 
organizations. 
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Our preliminary results for FY 1999 continue that pattern. In direct 
contracting, we awarded over 5,888 contracts worth more than $363 million 
to minority firms, not counting credit card transactions. We awarded 6,598 
contracts worth about $446 million to woman-owned firms, and small 
businesses won over 42,500 contracts for more than $4 billion, more than 
47 percent of our total dollars spent. These figures, which do not include 
credit card transactions, reflect overall improvement over last year, both in 
terms of absolute gains and percentage of the whole. 

Despite this progress, we are working to improve our focus, our capabilities, 
and our results. We are committed to remaining a leader in supplier 
diversity. Over the past two years, we have taken a number of steps to 
increase our focus on supplier diversity and to broaden it to all of our buying 
activities. The following are examples of these efforts: 

• We completed and issued the “Supplier Diversity - Statement of 
Commitment” which was widely distributed internally and is available to 
suppliers on the Internet. 

• We revised and reissued the Supplier Diversity Plan (SDP) to apply not 
only to our major purchasing organizations, but also to all postal buying 
activities. It includes the Supplier Diversity Statement of Commitment and 
begins with an open letter, jointly signed by the Postmaster General, the 
Chief Operating Officer, and the Deputy Postmaster General, that 
emphasizes a top-down, organizational-wide commitment. The plan was 
circulated to all officers, to managers in Purchasing and Materials, 
Facilities, Transportation, and Diversity Development departments, and 
others as appropriate. It is also available on the Postal Service Intranet, 
The plan embodies aggressive, year-to-year “continuous improvement” 
targets through the 5-year planning period. 

• The Plan also established annual requirements that all buyers receive a 
level of training in supplier diversity/cultural diversity. In FY 1999, 
virtually all buyers received that training. 

• In order to promote opportunities for small, minority, and woman-owned 
businesses to participate in our large contracting arena, we revised our 
subcontracting policy to require large contractors to submit 
subcontracting plans as part of their proposals, and are calling for 
periodic reports on small, minority, and woman-owned business usage. 

All told, we have clarified and broadened our policy, strengthened our 
focus on implementation, and improved our communication to both 
purchasing professionals and the supplier community of the types of data 
we seek to capture and assess. 
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Guidelines have been issued to local buyers and credit card holders to 
promote consideration of small, minority, and woman-owned businesses. 
These include revisions to the Administrative Services Manual which 
were completed and published in Postal Bulletin 21974 in June 1998. 
Additionally, our handbook Credit Card Policies and Procedures for Local 
Buying was updated and reissued to emphasize our policy and focus on 
supplier diversity. The new handbook took effect in November 1 998. 

We distribute a quarterly report on credit card transactions to enable 
major organizations to track and monitor their performance against small, 
minority, and woman-owned business goals. A credit card training video 
was also being updated to emphasize our focus on supplier diversity and 
encourage the use of credit cards for buys from minority and woman- 
owned firms. 

We require that all purchasing plans include a discussion of sourcing 
efforts targeted at identifying small, minority, and woman-owned firms. 

We believe that open communication with the supplier community is a 
critical component, and we consequently adopted the Postal Service web 
site as an important tool. We use the external web site extensively to 
communicate with suppliers, and we use the internal site to communicate 
with our procurement professionals. The external site puts a broad 
range of material at the suppliers’ fingertips, and provides interactive 
linkages. For example, we provide a listing of buying locations, products 
and services bought from these locations, maps, telephone numbers, 

FAX numbers, and an e-mail hot-link to the supplier diversity coordinator 
at each site. This responds to the need most often cited by small, 
minority, and woman-owned suppliers. 

We have an interactive supplier registration vehicle called SADI (Supplier 
Automated Database on the Internet). Currently, over 3,500 suppliers have 
registered. SADI gives buyers on-line access to prospective suppliers. We 
are actively working to increase the numbers of registrants. 

We also initiated deployment BOB (Business Opportunities Bulletin 
Board), a web-based means of publicizing upcoming procurements, 
subcontracting opportunities, news and events, etc. Suppliers can 
download the RFPs, data packages, etc., which have been enhanced 
and added to a range of other Internet-based communications, including 
an open letter to suppliers, a listing of Frequently Asked Questions 
(FAQs), and downloadable documents like Let's Do Business, etc. 

On the internal web site, we have deployed a listing of “proven” minority 
and women-based suppliers on the Intranet and have provided a brief 
tutorial to help buyers use the Internet to help identify potential sources. 
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(b) As requested by Mr. Owens, please provide the Customer Satisfaction Index 
scores broken down by districts and major metropolitan areas. 

See Attachment 1 . 

(c) As requested by Mr. LaTourette, please explain how, if at all, does the 
Postal Service educate or work with mailers regarding any potential conflicts 
between Postal Service regulations and relevant state laws. 

The Postal Seivice provides trained customer service representatives to help 
mailers ensure that their promotional materials meet applicable federal postal 
laws and regulations. While these representatives are proficient at providing 
customers with guidance pertaining to federal requirements, they cannot help 
them sift through the laws and regulations of the 50 states, the District of 
Columbia, and the territories. 

As a general matter, when the Postal Service becomes aware of a conflict 
between a federal and state law or regulation that potentially could affect the 
operation of the national postal system, it works with the appropriate officials to 
resolve the issue. 

(d) As requested by Mr. Sanford, please provide the Postal Service’s rationale for 
canceling the plan to build a facility at the old Air Force Base in Myrtle Beach, 
South Carolina. As promised, has the Postal Service issued a press release 
regarding the cancellation of this plan? Please provide a copy for the record. 

A press release has been prepared. A copy is attached (Attachment 2). It explai 
the rationale for reassessing the plan to build a facility at the former Air Force Bas 
in Myrtle Beach. In addition, at the request of Representative Sanford, postal 
officials met with the Congressman and local leaders on December 17 to discuss 
this issue. We indicated at the meeting that recent improvements in service in thf 
area, along with more stringent national financial restraints, have placed the proje 
on hold and subject to further review at the national level. A more definitive statu 
will be announced in the coming months. 

22. An arbitration agreement was recently announced between the Postal Service 
and the National Association of Letter Carriers (NALC). The NALC had been 
without a labor contract since November 20, 1 998. The contract had been in 
binding arbitration since last spring. An arbitration agreement was announced 
on September 20, 1 999, which includes a three-year contract with wage and 
health benefit increases for 240,000 letter carriers. The contract covers the 
period from November 20, 1998, when the former agreement expired, through 
November 20, 2001 . It includes general wage increases of up to 2 percent 
plus cost-of-living adjustments, and an increase in the Postal Service's share 
of health benefit contributions. These increases have been characterized in 
the press as “substantial.” 
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(a) Is the pay increase for the letter carriers retroactive? How will the Postal 
Sen/ice treat this payment in its FY 1999 financial statements? 

For the first year of the NALC contract, most carriers will receive a lump- 
sum payment in lieu of a retroactive pay adjustment. However, employees 
who are eligible to retire by November 20, 2002, will receive a retroactive 
pay adjustment. Lump-sum payments and retroactive pay adjustments are 
accrued on a pro-rata basis between FY 1999 and FY 2000. For FY 1999, 
about $226 million was expensed for these payments. 

(b) What does this increase do to net income for FY 1999 and projections for 
FY 2000 and FY 2001? 

The economics for fhe first two years of the interest arbitration decision, 

FY 1999 and FY 2000, are virtually identical to those negotiated between 
the Postal Service and the American Postal Workers’ Union (APWU) and 
the National Postal Mail Handlers Union (NPMHU) at the end of 1998. 
Therefore, compared to our baseline forecast, expenses are $8 million 
higher in FY 1999, but $28 million lower in FY 2000. These small 
variances are attributable to the fact that some employees will be 
receiving lump-sum payments in lieu of retroactive pay adjustments. 

In FY 2001 , the full impact of the interest arbitration decision will be felt. 

This impact includes not only the salary upgrade, but also a 1 ,2 percent 
general increase plus two COLA payments. Such payments will add over 
$370 million to our baseline expense forecast in FY 2001 . 

(c) How will this and the agreements with the clerks, mailhandlers and rural 
carriers impact the timing and extent of the next omnibus rate increase ? 

Additional costs resulting from these labor agreements, as outlined above, 
have been factored into the omnibus rate case sent to the Postal Rate 
Commission in January. The Postal Service has committed to maintaining 
the current level of postage rates until at least January 2001 . 

(d) How do you respond to the characterization of the award as “substantial”? In 
your view, why was the Postal Service unable to reach a negotiated settlement 
with the NALC? What were the main issues that divided the parties? 

Excluding the salary upgrade, the arbitration award does not provide 
"substantial” salary increases. As previously mentioned, the salary 
increases for the first two years of the award are identical to those 
negotiated with the APWU and the NPMHU. In the third year, the award 
provides for a 1 .2 percent general increase and two COLA payments. While 
not substantial, this award continues the COLA formula for city letter carriers 
during a time when COLA provisions are diminishing. 
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However, the salary upgrade (approximately a 2.9 percent wage increase) is 
substantial. The salary upgrade and the general increase will raise letter 
carrier wages by 4.1 percent on November 18, 2000. There has been no 
increase of this magnitude in more than two decades, in that context, the 
upgrade results in a substantial wage increase. 

It is not surprising that the Postal Service and the NALC were unable to 
reach a negotiated agreement in November 1998 because the main issue 
dividing the parties was the union’s insistence on a salary upgrade for over 
240,000 employees. It should be noted that the 1984, 1990, and 1994 
contracts were not negotiated either. 

(e) Are there any concessions in the agreement that will facilitate management’s 
goal to increase productivity in delivery operations? Such concessions might 
include, for example, changes in work rules and other initiatives under the 
delivery redesign program. In other words, are there new opportunities under 
the new agreement to pay for the wage increases through productivity gains? 

The interest arbitration decision contains no concessions on the part of the 
NALC that will facilitate management's goal to increase productivity. 

23. The NALC arbitration agreement upgrades letter carriers to a higher pay 
grade that will increase salaries by about 3 percent in the third year (FY 
2001) of the contract. The American Postal Workers' Union (APWU) current 
contract will expire two days after carriers are to be upgraded from grade 5 
to grade 6, The President of the APWU recently issued a statement 
indicating the APWU will settle for nothing less than full parity with the NALC 
in its contract. The Postal Service Senior Vice President, Operations, said: 

“It is unfortunate that parity was not maintained with the negotiated 
agreements reached earlier with the American Postal Workers’ Union, AFL- 
CIO, and the National Postal Mail Handlers Union, AFL-CIO.’’ 

(a) Does the movement of carriers to a higher pay grade create a challenging 
precedent in the Postal Service's efforts to control costs? 

The movement of carriers to a higher pay grade creates a challenging set of 
circumstances in the Postal Service’s efforts to control costs. As stated 
earlier, the salary upgrade, general increase, and COLAs will add more than 
$370 million to our baseline expense forecast in FY 2001 . 

(b) How will the Postal Service address the APWU demand that they too should 
be paid at a higher pay grade in their next round of negotiations for a new 
contract in FY 2001? 
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The Postal Service is a firm believer in free and good faith collective bargaining. 
We will approach 2000 national negotiations with the APWU as well as with the 
NPMHU with that in mind. Although we are mindful of Mr. Biller's comments 
concerning the Fleischli Award, we note that Arbitrator Fleischli determined that 
the outside work of city letter carriers had become more difficult, from a physical 
and mental standpoint, especially in the last several years due to the advent of 
automation and other work method changes. We do not believe that the same 
can be said of inside APWU or Mail Handlers work. We also believe that the 
Postal Reorganization Act, which created the principle of wage comparability, is 
still the standard by which to measure employee compensation. We will again 
look to the private sector to determine whether employees represented by the 
APWU and the NPMHU are fairly compensated. 

(c) Does the Postal Service expect that the mailhandlers and rural carriers wiil 
demand upgrading to higher level pay as well? 

Yes, the NRLCA advanced such a demand in the 1999 round of collective 
bargaining, and we expect the NPMHU to do likewise in the 2000 national 
negotiations. 

24. In his Opinion in the 1999 Interest Arbitration, the Chairman of the Panel noted: 

By the time the award in this case is implemented, there will be 
little more than two years left to apply its terms. While the length 
of the agreement may put negotiation with the NALC “out of sync" 
with the negotiations with the APWU and Mail Handlers, that ought 
not prevent the USPS from continuing to pursue its goal of 
negotiating identical and moderate wage increases with its major 
unions. (Emphasis added.) 

(a) How does the Postal Service interpret the Chairman’s characterization of 
the Postal Sen/ice’s goal in labor negotiation as negotiating identical wage 
increases with its major unions? 

In the context of the third year of the NALC award, “identical and moderate 
wage increases” are not compatible. It is clear that the third year does not 
result in moderate wage increases. We certainly don't interpret Arbitrator 
Fleischli's statement to mean that the other unions should receive the salary 
upgrade. Absent this upgrade, however, we note that the 1 .2 percent general 
increase and COLA payments in the third year are in fact identical to the 
second and fourth years of the Stark, Clarke, and Vaughn interest arbitration 
awards in 1995 and 1996. However, as stated previously, the Postal Service 
must look to the private sector to determine its wage strategies. Of particular 
interest is the Employment Cost Index, which measures wage and benefit 
growth in the private sector. We continue to define moderate restraint as 
postal wage growth equal to the ECI-1 percent per year. 
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(b) Is the Postal Service concerned that this language is inappropriate 
and may prejudice its negotiations with other unions? 

Based on APWU President Biller's comments, there is no question that our 
other major unions will be attempting to interpret and apply the language in 
the Fleischii Award to the employees represented by such unions. 

25. About 5 years ago, GAO recommended that the Service and its unions and 
management associations establish a framework agreement that could serve 
as a basis for helping to improve the sometimes contentious relationships 
that existed. To date, no such agreement has been established. However, 
in recent weeks, the Clinton administration has focused more attention on the 
implementation of executive order 1 287 1 , which involves labor-management 
partnerships. The order, which was established in 1993, called for federal 
executive agencies to, among other things, (1) create such partnerships by 
forming labor-management councils and (2) involve employees and unions 
with agency managers in identifying problems and crafting solutions to better 
serve agencies' missions and customers. 

(a) To what extent do such councils exist in the Postal Service? How effective 
have they been in helping to address persistent labor-management relations 
problems that have plagued the Service for several years? 

While we do not keep an exact count on the number of local labor-management 
councils, we believe there are at least 250 in the Postal Service. 

Our various collective bargaining agreements provide for the establishment 
and regular meetings of Joint Labor-Management Committees in all 
installations. To ensure that this valuable source of communications is 
actively pursued in our field installations, a letter from the Vice President, 

Labor Relations, was sent to the field in March of 1 999 emphasizing the 
importance of regular meetings with the unions. 

Local Joint Labor-Management Committees, meeting regularly, provide a 
forum for our member unions to surface employee concerns for definition, 
discussion, and resolution before a concern becomes a dispute. 

(b) In recent years, to what extent do you believe that the Postal Service has 
made progress in attempting to involve employees and union and management 
association representatives as full partners with postal managers in identifying 
problems and crafting solutions? If you believe that progress has been made, 
to what do you attribute the achievement of such progress? 
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The Postal Service has completed with the NALC, and is in the process of 
finalizing with the APWU and NPMHU, the development of a joint contract 
interpretation manual. These manuals, as we have learned with the USPS- 
NALC Joint Contract Administration Manual (JCAM), serve to address and 
alleviate many local workplace stresses. The NALC JCAM, distributed to all 
delivery units nationwide, has reduced the number of grievances filed and has 
increased the number of dispute resolutions at the local level. We attribute 
the progress in this area to a mutual realization with the unions that 
employees and managers at the local level are capable of addressing and 
resolving most disputes given the proper training and information. 

Through the Labor Summit, the National Leadership Team, and local labor- 
management councils, the Postal Service continues to discuss issues of 
concern with its employee representatives. We believe that the dialogues 
taking place through these channels are contributing to our ability to identify 
and resolve problems and challenges together. While progress is difficult to 
measure, we believe that we are moving steadily forward towards a greater 
partnership with our unions and management associations. The number of 
new initiatives, from revised grievance-arbitration procedures to the new Joint 
Contract Interpretation Manual, is a sign of this progress. 

(c) Within the Service’s organization, does the National Leadership Team, whose 
membership included not only high-level postal managers but also 
representatives of postal labor unions and management associations, still exist? 
If so, to what extent do you believe that the National Leadership Team has 
proved effective in helping to establish a meaningful working partnership among 
postal managers and the representatives of labor unions and management 
associations? How has the National Leadership Team communicated the 
importance of establishing and maintaining effective labor-management 
partnerships to other postal offices and facilities, particularly field locations? 

The National Leadership team was developed by former Postmaster General 
Marvin Runyon to engage the unions and management associations in a 
dialogue on the strategic focus for success of the Postal Service. The 
National Leadership Team continues its important work. Meeting each 
quarter, the National Leadership Team consists of both Postal Service, union, 
and management association decision-makers. 

The dialogue in the meetings has often emphasized employee issues and has 
served to reinforce the Postal Service goal of improving the working 
environment. The Postal Service's commitment to this goal is reflected in the 
creation of measurable targets for improving the working environment. 
Improvement target scores on the Voice of the Employee (VOE) surveys have 
been made compensible measures for non-bargaining unit employees by 
Performance Cluster. 
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Postal executives, including the Postmaster General, also communicate the 
importance of positive labor-management relationships in speeches to 
executives and employee groups. 

26. In November 1999, the contract for the National Rural Letter Carriers’ 
Association (NRLCA) is due to expire. In past years, NRLCA has generally 
been able to achieve negotiated settlements with the Postal Service. 

(a) Thus far, have any issues arisen that may cause or appear to be causing an 
impasse in the negotiations between the Postal Sen/ice and NRLCA? If so, 
what do these issues involve? Does the Postal Service have any reason to 
believe that the current contract negotiations with NRLCA will not result in a 
negotiated settlement? Please explain. 

The 1995 Agreement with the NRLCA expired on November 20, 1999. 
Unfortunately, the parties were not able to reach a negotiated agreement by 
November 20, and the parties are currently at impasse. It is a virtual certainty 
that the failure of the parties to reach an agreement was caused by the 
Fleischli interest arbitration Award. The NRLCA made it clear in negotiations 
that rural carriers were entitled to an upgrade. Although the Postal Service is 
hopeful of still achieving an agreement with the NRLCA, we are prepared to 
go forward with the dispute resolution process. 

27. in recent years, the Postal Service has reached agreements with the 
American Postal Workers’ Union and the National Association of Letter 
Carriers to establish pilot tests that could help reduce the significant 
backlogs of employee grievances and improve the grievance process. 

(a) Does the Postal Service have any similar tests ongoing with NRLCA? If so, 
please describe the tests and provide an update on their results thus far. 

The Postal Service does not have any similar tests ongoing with the NRLCA 
with regard to employee grievances. Because there are significantly fewer 
grievances received from the NRLCA, the backlog of grievances is minimal. 

(b) Does the Postal Service currently have any other types of agreements with 
NRLCA to pilot test revisions to other postal work-related procedures? If so, 
please describe the agreements and the results of the tests thus far. 

The Postal Service does not have any agreements with the NRLCA for pilot 
testing of work rules. The parties have recently reached impasse in the 1999 
collective bargaining session. However, the Postal Service is hopeful that the 
parties will continue to discuss several important issues, such as relief days for 
regular rural carriers and leave replacement issues, and reach agreement on 
new and innovative ways to approach this that will benefit both parties. 
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28. Last year the Postal Service reported that it was exploring a number of different 
options in the area of pay-for-performance for bargaining unit employees. 

{a) What is the status of this effort? Are there any pay-for-performance plans 
for bargaining unit employees under serious consideration? 

During the 1998 national negotiations, the Postal Service proposed to the 
APWU, the NALC, and the NPMHU that the current pay system should be 
modified to include variable pay provisions that would reward performance 
and recognize employee contributions to the Postal Service. None of the 
three unions was interested in such a pay system, and there are no future 
plans for pay-for-performance for bargaining unit employees. Our postal 
unions have made it clear to us that they do not want to substitute guaranteed 
general increases and COLA payments for uncertain lump-sum payments that 
do not become part of an employee’s basic salary, 

29. The Subcommittee is frequently contacted by postal employees regarding 
employee and labor-management problems within the Service. There are 
allegations of hostile working environments and the potential for violence. 

The Subcommittee places the highest priority on improvement in workplace 
relations. The Chairman's concern about the working environment and the 
potential for violence has been long-standing. 

(a) Given the Postmaster General’s statement last year at our June 10th 
oversight hearing that labor-management issues would be his top priority, 
what has been done by the Postal Service to address these problems? 

After a successful period of testing, the Postal Service fully implemented 
REDRESStm. an EEC mediation program. The success of the REDRESStm 
is reflected by the fact that, during FY 1999, the Postal Service mediated 
nearly 9,000 EEC disputes and closed 81 percent of those cases. 

In addition to implementing REDRESStm, the Postal Service made a 
significant investment in workplace improvement with the establishment of the 
National Workplace Environment Improvement (WEI) office. The creation of 
this office brought together the Employee Assistance Program and the crisis 
management and threat assessment efforts under the leadership and 
coordination of one office. This new office provided the focus on employee 
issues that is necessary to improving working environments. 

(b) Please describe the responsibilities of the National Workplace Environment 
Improvement Office. 
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The function was created to; 

• Assess and integrate employee feedback information. 

• Catalog and evaluate a broad array of workplace improvement initiatives 
and practices for use within USPS. 

• Assist the field in establishing and addressing workplace improvement 
priorities, including recommending tools, resources and indicators of results. 

• Ensure effective communications on workplace issues. 

Since its inception, the office has accomplished: 

• Improvement of the “troubled worksite” process by implementation of 
standardized procedures, including regular communication and structured 
data gathering and collection of specific action plans from the field. 

• Ongoing consultation with the field on various area-based improvement 
initiatives and Voice of the Employee survey related activities. 

• Implementation of an intranet-based resource including guidance and 
resources for workplace environment improvement with a focus on 
activities already demonstrated to be effective in USPS. 

• Creation of a one-hour national message video as part of the four hours 
of workplace environment/interpersonal skills training required of all 
employees in FY 2000 and consultation with the field to ensure that 
remaining training hours are used effectively based on the needs of 
individual Areas. 

30. The Postmaster General has stated that the Postal Service is to be a place 
where employees take pride and ownership in their work, as well as a place 
where their contributions are valued. 

(a) What is the Postal Service doing to bring about this change? 

We are taking two fundamental steps to improve the sense of pride, ownership, 
and contribution that our employees feel in their work. 

First, we are measuring each of these issues in regular Voice of the Employee 
(VOE) suiveys and using these measurements as part of our variable pay 
program. These surveys, for example, tell us that a majority of postal employees 
are proud to work for the Postal Service. In fact, this question receives some of 
the highest favorable responses on the VOE survey. To improve further, specific 
questions from the VOE survey relating to these three areas have been 
compiled into an index. This index provides the Postal Service with a snapshot 
of employee concerns, identifies problem trends, and helps each area and 
district formulate specific strategies and plans to address identified issues. We 
have made the index a compensable indicator in the Variable Pay Program for 
FY 2000 to further heighten the importance of these issues. 
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Second, as part of our ongoing effort to improve communication and the 
treatment of employees in the workplace, we are continuing our training 
requirements of 20 hours for management levels 1 5 and above and 8 hours for 
management levels 1 4 and below and craft employees. Of these training 
hours, each employee is required to dedicate 4 hours to building interpersonal 
skills. This is being achieved through distribution of a national video message. 
Building a Better Workplace, Sexual Harassment Prevention training, and 1-2 
hours of relationship training determined by each area or headquarters function. 
These efforts should improve workplace relationships and impact employees’ 
sense of being valued and having pride and ownership in their work. 

31 . In your statement last year you stated that two of your goals were to improve 
the “people” skills in the Postal Service and to make sure that employees 
are treated fairly. 

(a) What programs or communications have you initiated since last year to 
advance these goals? 

In addition to the VOE survey index described above, our corporate 
message to all employees, Building a Better Workplace, includes interviews 
of craft employees who gave their vision of what makes an effective work 
environment. This video also included some skill building tips on how to 
manage conflict and explained some “best practice” initiatives underway in 
several geographic areas. 

In FY 2000, management employees are required to view the corporate 
message, Building a Better Workplace, and a 10-minute add-on piece 
entitled Making the Commitment. This segment shows managers how to 
establish goals to ensure that employees have input in the workplace as well 
as providing clear communication and expectations as to the role each 
employee plays in achieving organizational success. Employee-centered 
discussions are modeled in this message. The conclusion of this video 
contains a clear message from the Postmaster General directing 
management to utilize goal setting strategies to create a workplace where 
they would be proud to have their own family members work. 

32. You have indicated that you are committed to world-class training, improved 
succession planning and firm support for diversity. 

(a) Please discuss in detail what actions you have taken since last year to meet 
each of these goals. 

Our commitment to world-class training is evidenced in the way we are 
meeting the need to develop USPS management workforce, in our 
continuing efforts to review and revise existing course materials, and in the 
quality of new technical/functional training initiatives. 
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The Associate Supervisor Program (ASP), which was created in 1996, 
continued in 1999. Today, all divisions of the LISPS are participating in the 
program. The ASP prepares craft employees for supervisory positions and 
results in a promotion to Associate Supervisor upon successful completion 
of the program. The program has undergone several revisions to insure that 
it maintains its world-class quality. A major updating of the program is 
scheduled for the year 2000. 

The Advanced Leadership Program (ALP) is designed to provide competent 
leadership to guide the LISPS into the future. The program’s content is based 
on the key competencies identified through executive/managerial needs 
assessment. It emphasizes personal awareness, a firm grounding in key 
aspects of our business, and the importance of meeting the challenges of a 
changing competitive environment. The USPS has partnered with the 
University of North Carolina and the University of Oklahoma in the design and 
delivery of ALP. In addition, one phase of the program requires the participant 
to complete coursework at an accredited college or university. Officers of the 
USPS address each ALP class. Last year, the Vice President of Diversity 
personally addressed each class to discuss the vision of the organization and 
policies related to zero tolerance of harassment and discrimination. 

In the last year, the USPS partnered with the USDA Graduate School to 
offer a Career Management Program (CMP) in the Postal Service. The 
CMP prepares supervisors, managers and postmasters, levels 15-22, for the 
future by providing them the skills and knowledge they need to guide 
employees and operations toward greater efficiency, continuous 
improvement, and outstanding customer service. This program is described 
in more detail in the response to Question 48. 

In addition to these efforts, the USPS contracted with the Public Broadcasting 
System - The Business Channel, to offer quality, up-to-date business 
programming via the Postal Service Training Network. 

In the last year, a program was initiated to review and revise maintenance 
courses offered at the National Center for Employee Development (NCED), 

In addition to the course review at NCED, Employee Development and 
Diversity partnered to complete a corporate wide review of all courses, both 
field and headquarters sponsored, for diversity issues. Curriculum 2000 is a 
current effort to insure that participants who attend courses at the USPS 
National Center for Employee Development arrive with sufficient skill levels 
to be successful in the courses they are scheduled to attend. Review and 
revision of our Orientation for New Employees (ONE) will also take place in 
the coming year. 
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Recent initiatives also include Bulk Mail Acceptance Unit (BMAU) training 
and Sales and Services Associates Training. The BMAU Academy, which 
opened in January 2000, represents state-of-the-art training for Business 
Mail Acceptance personnel. The newly designed training will be offered at 
the NCED and will use computer-based simulations, actual mailings, and 
mock customer interactions in a newly designed classroom environment. 

The newly designed Sales and Services Associates Training replaces the 
standard Window Clerk Training program and emphasizes customer 
relations, and marketing skills, as well as technical/functional aspects of the 
job. 

Our internal process seeks to identify qualified successors to entry level 
management and specific executive positions before a need arises and to 
develop identified individuals through training opportunities, detailed work 
assignments, and/or formal educational opportunities. 

The processes that support this effort, known as Career Development 
Tracks and succession planning, target those individuals who demonstrate 
an ability to lead and can be expected to be successful as managers. 

The Career Development Tracks process seeks to identify individuals who, 
with appropriate training and/or developmental assignments, have the 
potential to become unit managers within the Postal Service and, in the long 
term, possess the potential to become postal executives. Each individual so 
identified is given a thorough evaluation to determine what steps need to be 
taken to achieve as a manager. Following the assessment, each employee 
in the program completes an individual development plan designed to aid in 
the development process. The employee’s progress is tracked and 
appropriate assignment opportunities afforded to enhance the development. 
Developmental activities may include the Associate Supervisor Program, 
Advanced Leadership Program, formal educational opportunities, or 
developmental assignments. 

The Career Development Tracks process, through its development of 
qualified managers, serves as the springboard to move staff employees into 
entry level management or senior staff levels. 

As part of the succession planning process, identified individuals nominated 
by Postal Service officers are given a thorough executive competency 
assessment to identify their strengths and areas where development is 
needed. Based on feedback from the organization performing the 
assessment, the potential successor, with guidance from the unit manager, 
creates his or her own individual development plan designed to map out any 
steps needed to enhance the employee’s executive development. 
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As developmental activities are completed, they are documented and further 
evaluation of the potential successors progress is done. A database 
containing the names and status or ail identified successors is available 
from which the names of potential successors can be drawn. When a need 
arises, the officer having responsibility for the functional area can readily 
review the information available to assist in making his/her selection. 

All of these efforts are integrated into the organizational support of diversity. 
Diversity Development created a Business Plan in January of 1999 that 
targets four principle objectives: (1 ) articulate a clear diversity message; (2) 
ensure the representation of all employee groups in all levels of 
employment; (3) create a work environment that is free of discrimination and 
sexual harassment; and (4) establish and maintain a competitive and 
diverse supplier base that is reflective of the American supplier base. 

This plan, combined with senior leadership support, a Diversity Oversight 
Committee comprised of postal officers, and a department dedicated to 
objective achievement, helps to create the awareness and environment 
required to meet the organization’s business and diversity goals. 

33. Reports from GAO have shown that the poor state of labor-management 
relations within the Postal Service represents one of the most significant 
internal operational and managerial problems facing the Service. 

(a) What actions have you initiated to improve relations between the Postal 
Service and its postal labor unions? 

As stated in the response to Question 25(a), the Postal Service is nearing the 
completion of several joint efforts with its major postal unions involving the 
development of joint contract interpretation manuals that should have a direct, 
positive impact on workplace stress points. Additionally, newly jointly 
developed/negotiated grievance/arbitration procedures should produce faster 
and more responsive resolutions to workplace disputes at the local level. 

Work continues with the NALC to decide how the test dispute resolution 
process will function and whether it will be implemented nationwide. In 
addition to completing this portion of national contract negotiations with the 
NALC, we are in the middle of national contract negotiations with the NRLCA. 
The parties are working intensely to bring closure to significant workplace 
relations issues. 

(b) What type of counseling/training (or other relevant action) is being given to 
those managers and supervisors who find it difficult to treat employees with 
dignity and respect? 
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Employees, whether in the craft or management, are expected to treat their 
subordinates, co-workers, and customers with dignity and respect. We have 
instituted a Zero Tolerance policy on this issue. When abuses occur, 
management takes appropriate action, up to and including removal if warranted. 
Additional information is contained in the responses to Questions 29, 30, and 31. 

The Postal Service has taken a proactive approach in ensuring that 
employees are treated with dignity and respect, in situations where managers 
and supervisors find it difficult to treat employees with dignity and respect, 
their immediate superior is expected to take appropriate action. Located at 
most districts are employee and workplace intervention analyst (EWIAs) and 
Employee Assistance Program (EAP) counselors. Both are specialists in 
helping to resolve situations where intervention is needed. The EWIA may 
consult with the employee and their superior in working together to 
demonstrate the need of showing others dignity and respect. If there are 
underlying problems of a personal nature, EAP counselors work to provide 
necessary counseling, in some cases, managers have been sent to outside 
sources for more intensive training. 

Management training programs, such as the Associate Supervisor Program 
and Advanced Leadership Program, also include specific modules that discuss 
why it is important for managers and supervisors to show dignity and respect 
and how to do so. In addition, the Postal Service has instituted the 
REDRESStm program, which involves EEO mediation. In this program, the 
supervisor and employee meet with a neutral party to resolve issues in EEO 
cases. 

in FY 2000, the Postal Service has adopted six questions from the VOE 
survey that management will be held accountable for improving, One of the 
questions directly involves dignity and respect. The question reads: "Rate 
your immediate supervisor on treating me with dignity and respect.” 

34. You established a Commission last year on a Safe and Secure Workplace 
as an independent body to study workplace violence, and related issues 
such as the work environment, and stress. 

(a) What have been the Commission’s findings so far? Please update the 

Subcommittee on the membership of the Commission and its activities to date. 

The Commission is examining a broad range of postal policies and 
practices, including specific violence prevention programs and potentially 
relevant policies such as hiring, dispute resolution, performance 
management, and training. To date, the Commission has: 
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• Met several times and heard presentations from USPS management, 
officials of unions and management associations, workplace violence 
experts, and others; 

• Surveyed postal employees and conducted a national random sample of 
non-postal employees. The survey includes questions about work 
environment, such as attitudes about work and management, 
perceptions of policies, fears and perceived dangers, and questions 
about psychological factors such as aggression; and 

• Carried out site visits in ten performance clusters, including focus groups 
with craft employees, supervisors, and managers, and interviews with 
managers at all levels and officials of union and management 
associations. 

Finally, the Commission is analyzing data from the Postal Inspection Service 
on threats, assaults, and homicides, and national data on homicides by 
industry. The Commission plans to report publicly in the summer of 2000. 

Joseph A. Califano, Jr., a former secretary of Health, Education, and 
Welfare and currently president of the National Center on Addiction and 
Abuse at Columbia University (CASA), chairs the Commission. Other 
members of the Commission are: 

• Douglas A. Fraser, professor of Labor Studies at Wayne State University 
and former president of the United Auto Workers; 

• Beatrix A, Hamburg, M.D., professor of Psychiatry at Mount Sinai School 
of Medicine, former president of the William T. Grant Foundation, 
member of the Institute of Medicine, and an expert in violence Issues; 

• David A. Hamburg, M.D., professor emeritus at the Carnegie Corporation 
of New York, former president of the Institute of Medicine, and former 
chief. Adult Psychiatry Branch of the National Institute of Mental Health; 

• John E. Robson, senior advisor at BancBoston Robertson Stephens, 
Distinguished Visiting Fellow at the Hoover Institute at Stanford 
University, past president and chief executive officer of G.D. Searle & 
Co,, deputy secretary of the U.S. Treasury in the Bush Administration, 
former chair of the Civil Aeronautics Board, and former dean of the 
School of Business at Emory University; and 
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• Robert B. Zoellick, a Research Fellow at the German Marshall Fund of 
the U.S., former John M. Olin Professor of National Security Affairs at the 
U.S. Naval Academy, former Executive Vice President of Fannie Mae, 
deputy chief of staff in the Bush White House, and former senior official 
in the Departments of State and Treasury. 

Naomi Goldstein serves as the Commission's staff director, Ms. Goldstein 
was a senior project manager at the Urban Institute and holds a doctorate in 
public policy from Harvard University. 

35. The Subcommittee receives numerous correspondence from postal 

employees regarding discriminatory practices. This includes discrimination 
in promotions, hiring, racially motivated actions, racial complaints, protection 
of rights under the discrimination laws, retaliation when complaints are filed, 
complaints about the grievance process; hostile working environments, 
racially hostile environments, harassment, violence in the workplace, 
problems with union representatives, and managers' abusive behavior. 

Employees are reluctant to reveal problems or errors to management for 
fear of retaliation. Even when we receive correspondence or any type of 
communication from postal employees, they are sometimes afraid to reveal 
their name for fear of retaliation or adverse action being inflicted upon them. 

It appears that fear of retaliation is widespread, and is particularly felt by 
those employees who are participating in an investigation, or those who may 
want to contact legislators. 

fa) Are Postal Service headquarters and area managers aware of the size 
and scope of these problems? 

Yes. We keep track of employee concerns and issues through sun/eys, 
climate assessments, and discussions with employees and their 
representatives. Based on this feedback, we do not believe that fear of 
retaliation is a widespread or systemic problem in the Postal Service. 

(b) Does Postal Sen/ice management view these allegations as isolated incidents? 

Yes. As stated above, we do not believe that fear of retaliation is widespread 
or systemic in this organization. We take this issue very seriously, however. 
When allegations of retaliation are made, we investigate them thoroughly and 
deal with offenders appropriately. 

To ease potential concerns about retaliation, we also give employees the 
option of reporting their concerns anonymously to the Postal Inspection 
Service or the Office of the Inspector General (OIG) and to use numerous 
formal structures to openly report alleged contract or discriminatory violations. 
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We also have a process in place at the national level to address systemic 
troubled workplaces, which can involve issues like retaliation. The Workplace 
Environment Improvement Advisory Committee is made up of various postal 
leaders from the Office of the Inspector General, the Postal Inspection 
Service, the management associations, and unions. One of the primary 
functions of this group at their regularly scheduled meetings is to address 
systemic problem work sites and work towards resolution. 

(c) Does Postal Service management consider these alleged problems to be 
systemic and therefore require nationwide attention? 

No, management does not view these problems as systemic. See the 
response to Question 35(b). 

36. The Postal Service has been accused of deliberately delaying resolution of 
some grievances that sometimes go on for several years. 

(a) Does the Service have any evidence to confirm or refute these accusations? 

The Postal Service is bound by its contracts with employee groups on the 
time frames for grievance processing. According to these contracts, if a 
grievance is delayed by a postal manager, the union has the right to 
automatically appeal the case to next level. 

Extensions of the time frames are sometimes granted at the request of one or 
the other of the parties for legitimate reasons. Dispute processing time 
frames are neither deliberately nor unilaterally extended, nor are resolutions 
deliberately or unilaterally delayed by either the Postal Service or the unions. 

(b) What is the volume of employee complaints against management? 

During FY 1999, 206,039 grievances were appealed to Step 2 of the 
grievance/arbitration procedure, 95,760 to Step 3, and 1 ,344 to Step 4. 

(c) What steps in general are being taken to investigate employee allegations? 

There is no set process that guides how managers investigate employee 
allegations. The response is determined by many different factors, including 
the specific type of complaint and where it is being made. In general, local 
managers try to determine the facts and respond in a way that best fits the 
situation. In many cases, employees use the more formal grievance process 
to lodge complaints. 

(d) How are complaints handled that are forwarded to Postal Service Headquarters? 
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An employee complaint received at headquarters gets immediate attention. 

A written complaint is often sent to the Office of the Postmaster General and 
is normally forwarded to Labor Relations for handling. The letter is then sent 
to the lowest possible organizational level for investigation and response. 

This ensures the fastest and most effective handling. The employee is then 
notified by mail that the letter has been fonvarded to the local level for 
response and told who is handling the letter. The office to which the 
complaint is forwarded is normally instructed to send a copy of its response 
to headquarters to clear a suspense file on the complaint. 

37. The Postal Service has also noted in recent correspondence initiatives being 
implemented through the REDRESS (Resolve Employment Disputes, Reach 
Equitable Solutions Swiftly) program. REDRESS provides for mediation of 
Equal Employment Opportunity (EEO) complaints, and, through national 
initiatives to prevent workplace violence, ways to reduce conflict and identify 
and eliminate the potential for violence in the workplace. 

(a) What has been the outcome of these initiatives? What is the status of the 

accelerated arbitration process? Have any of the initiatives been discontinued? 

REDRESS, which began in 1994 as a pilot program in North Florida, was 
rolled out to every district in FY 1999. During FY 1999, nearly 9,000 cases 
were mediated and 81 percent of these were closed, leaving only 19 percent 
in which employees filed formal complaints after mediation. In comparison, 
where cases were not mediated, 44 percent became formal complaints. 

Even taking into consideration that individuals who choose mediation may 
be more inclined to settle their disputes, this very large drop in the national 
percentage of formal complaints after mediation underscores the program's 
effectiveness. In addition, satisfaction studies continue to indicate that 
participants (supervisors, employees, and employee representatives) are 
very satisfied with the mediation process, the mediation itself, and the 
outcome. Additional information is contained in the answer to 42(c). 

As a result of discussions between the Postal Service and the American 
Postal Workers’ Union (APWU), the parties entered into a Memorandum of 
Understanding on May 8, 1997, that established an Accelerated Arbitration 
Initiative, Pursuant to the Initiative, two Performance Clusters per Area with 
the largest docket of pending proceedings were to be selected to test the 
program. A sufficient number of arbitrators, advocates, and arbitration dates 
were to be assigned to complete hearings of all pending cases, and after the 
elimination of the backlog, the arbitration dockets were to be monitored. If 
the dockets reached a mutually agreed upon threshold, the parties were to 
again provide sufficient arbitrators and hearing dates to complete hearings 
in a mutually agreed to time frame. The initiative ended with the expiration 
of the 1994-1998 Agreement. 
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38. Grievances can be resolved within the first two steps of the process at the local 
level, if a supervisor or postmaster can come to terms with local union leaders. 

(a) How many grievances are settled within the first two steps of the resolution 
process? 

During FY 1999, 1 10,279 grievances, or nearly 54 percent of the 206,039 cases, 
were settled at Step 2 of the grievance procedure. We do not currently track the 
number of cases filed or settled at the first step of the resolution process. 

(b) What are the most frequently cited issues in employees’ discrimination 
complaints? 

Most complaints involve an employee's concern over why they have been 
disciplined by management. 

(c) What are the bases of the alleged discrimination? 

Employees believe that disciplinary action has been taken against them 
because of racial or other discrimination or in retaliation for an action they 
might have taken. 

39. Representative T raficant recently contacted the Chairman in reference to 
alleged problems and abuses within the Postal Service in his Congressional 
District. The alleged problems in his district included gender, race and 
disability discrimination, sexual harassment, abusive supervision, retaliatory 
assignments, and irregularities in hiring, training, promotions, and 
disciplinary actions. He also felt that the "problem-solving mechanism", as 
he stated, is flawed because results and decisions take too long and can be 
costly for the employee. He also stated that complaints filed through the 
EEOC were too time-consuming. He also felt that there was a concern that 
employee frustration with these ongoing problems, and the lack of timely 
final resolutions, could lead to violent behavior. He informed the Chairman 
that during the forum that he co-hosted on the alleged problems within the 
Youngstown and Canton Postal District, a postal employee confessed that 
he was so angered by the volatile work environment that he considered 
using his guns against his supervisors. 

(a) What is the Postal Service doing to address the labor-management problems 
in Mr. Traficant’s District? 

Postal management from the Akron District and Youngstown Post Office 
met with a committee of local officials and community leaders to address 
claims of perceived injustices in the Youngstown Post Office. Monthly 
meetings were held between November 1998 and July 1999 so that issues 
could be brought to postal officials with the authority to resolve them. 
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Many issues were resolved, but there were instances where claims could 
not be resolved through these meetings since the employees were already 
litigating their claims in formal proceedings. Labor climate surveys have 
also been conducted in the Akron District and specifically in Youngstown 
since 1998, and no significant problems were revealed from those surveys. 

(b) What is the Postal Service doing to alleviate the serious frustration that is 
being felt by aggrieved employees with the inability of the so-called problem 
solving mechanisms to resolve these complaints? 

During the latter part of FY 1999, the Postal Service introduced 
REDRESStm to the Akron District. REDRESStm is the Postal Service’s 
alternative dispute resolution program for EEO complaints, and it employs 
the services of outside mediators to work with management and employees 
to resolve claims of discrimination at the pre-complaint counseling stage. 
Generally, the mediation sessions are scheduled within two weeks of the 
time the individual asks for pre-complaint counseling. During the first 
quarter of Fiscal Year 2000, the Akron District has a 75 percent participation 
rate in cases referred to mediation. Almost 80 percent of those cases are 
being settled at the table with the mediator. 

To the extent that cases cannot be resolved and move to the formal complaint 
stage, Akron has a good track record of completing the investigative process 
on time. Akron currently has no cases over 180 days old at the investigative 
stage. Once the investigation is completed and the individual exercises the 
right to a hearing, the Equal Employment Opportunity Commission (EEOC) 
takes jurisdiction of the case and the time frame for processing can become 
quite lengthy due to backlogs at the EEOC. 

40. Moe Biller, President of the American Postal Workers' Union, stated in his 
testimony to the Subcommittee in a recent hearing that the Postal Service’s 
policy of “Zero Tolerance” is applied with zero fairness to bargaining unit 
employees. He claims that managers have been provided a protective shield 
which enables them to abuse employees verbally and physically, with any 
hint of resistance by employees met with swift disciplinary action. Mr. Biller 
asked that the PMG send a letter to each supervisor and manager stating 
that abuse of employees would not be tolerated. 

(a) How do you respond to these very serious accusations? 

We do not agree with Mr. Biller’s assessment. The Postal Service does 
respond to all allegations of physical or verbal abuse. Based upon the 
specific circumstances, we then take appropriate corrective action. We 
believe that we have implemented this policy in a balanced way towards 
individual bargaining and/or non-bargaining employees. 
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(b) Was this request honored? Did the PMG communicate directly to each 
supervisor and manager? 

Postmaster General Henderson has not mailed a letter to each employee 
and manager on this issue. However, since taking office, Mr. Henderson 
has widely communicated the need for treating every individual with dignity 
and respect. 

He has addressed each of the management associations at their national 
conventions regarding treatment of employees. In his remarks to the 
thousands of attendees at these sessions, he has emphasized the critical 
role supervisors and managers have in maintaining a workplace that is 
perceived to be fair and free from unlawful and inappropriate behavior. 

in an interview in the National Association of Postal Supervisors (NAPS) 
publication The Postal Supervisor, the Postmaster General outlined his 
philosophy on creating a leadership model that focuses on fairness and 
opportunity. 

This organizational commitment continues in his taped endorsement of the 
recent “Building a Better Workplace” video currently being shown to both 
craft and management employees around the country as part of the Voice of 
the Employee training series. His comments, directed specifically to 
supervisors and managers in a separate segment, focuses on their 
responsibility for maintaining fairness within the workplace. The following is 
an excerpt from those comments: 

“I want you to think about your role, and whether you’re 
doing your part to create an environment that you would be 
proud to have your own family members work in. Ask 
yourself, ‘Am I part of the problem?’ Because the bottom line 
is that it’s really up to you to help create a model workplace 
for every single postal employee.” 

(c) Please discuss the goals and strategies of the zero-tolerance program? 

The Zero Tolerance policy is based on the belief that no employee should 
have to work in an environment of fear or intimidation. Employees deserve 
a safe work environment. Our commitment at the performance cluster level 
is to provide this environment in reaffirmation of the Joint Statement on 
Violence and Behavior in the Workplace. Zero tolerance also means that 
every act or threat of violence will elicit a quick and firm response. A case- 
by-case review is made of each circumstance, and the response may 
involve discipline up to and including removal, regardless of whether the 
employee is a supervisor, manager, or craft employee. 
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41 . The value of the Employee Assistance Program (EAP) has been called in 
to question by some employees. 

(a) Have you performed or been requested to perform a study of the 
effectiveness of the Employee Assistance Program (EAP)? 

The EAP evaluates its effectiveness through numerous methods, including: 

• Client satisfaction surveys; 

• Counselor assessments of client improvement; 

• Site visits where clinical records are reviewed and various program 
customers are interviewed; and 

• Client input before beginning and after receiving counseling about the 
impact of counseling on their emotional, social, and physical well-being 
as well as work attendance. 

All of these data indicate that the Postal Service EAP is effective. One 
formal study on the LISPS EAP was conducted by an independent 
contractor at the behest of Federal Occupational Health, the contractor 
providing EAP services. The study estimated the cost benefit of the 
program in reducing absenteeism. The results of that study were positive. 
Management also conducted an internal review of the financial aspects of 
the program in 1997 and implemented recommendations after that review. 

(b) What are the duties and responsibilities of a Workplace Intervention Analyst? 

Employee Workplace Intervention Analysts (EWIAs) are responsible for 
analyzing employee and workplace issues and concerns and recommending 
solutions, developing strategies and making recommendations for 
cultural/workplace change and conflict resolution, and ensuring that the 
LISPS EAP is administered consistent with the contract for those services. 

(c) Does the Postal Service keep statistics on how many employees are served 
by the program? If so, please provide an overview of the program activities 
over the last fiscal year. 

The EAP provides free, voluntary confidential counseling services to LISPS 
employees and their families by master’s level and above counselors 
housed in or near postal facilities throughout the country. Counselors assist 
employees and their family members with a variety of issues, including 
emotional, financial, legal, chemical dependency, marital, and family 
problems. In FY 1999, 34,665 employees and their family members 
received counseling and 42,722 employees attended health and wellness 
seminars on topics ranging from stress management to elder care and 
substance abuse. The EAP also assisted over 9,800 employees in 
responding to over 800 critical incidents. 
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42, The Subcommittee receives complaints often concerning investigations 
being conducted by the Postal Service, and EEOC's handling of 
discrimination cases filed by federal employees. The EEO process can take 
as long as four months to a year or longer. Civil action may also be filed if 
the complainant has not received a final agency decision within 180 
calendar days after the formal complaint was filed. This can be very 
frustrating for an employee, and if they have to file a civil action, very costly. 
Supposedly, the EEO process is by design, open-ended in that it affords 
employees many layers of review. The downside is the amount of time it 
takes to exhaust all levels of the process. Apparently there have been some 
efforts to streamline the system. 

(a) Please discuss those efforts that you are aware of to streamline the EEO 
complaint system and, in your opinion, have they been successful? 

The EEOC recently revised its regulations to address some of the problems 
that have persisted in the EEO complaint process. The EEOC now requires 
all agencies to establish alternative dispute resolution programs to better 
address claims early in the process. The EEOC has also given agencies 
the latitude to dismiss claims that involve abuse of process and have 
eliminated spin-off claims that involve allegations against the complaint 
process. EEOC Administrative Judges have also been given authority to 
dismiss frivolous claims. All of these changes are geared toward reducing 
the number of claims in the formal complaint process and to make it easier 
to adjudicate claims which have some merit. Since these changes have 
only been in effect since November 9, 1999, it is too early to teii what impact 
they will have on the federal sector complaint process. 

(b) What have been the Postal Service efforts to provide training to employees 
on sexual harassment, equal employment opportunity (EEO) as well as 
handling of EEO complaints? 

Over the past few years, the Postal Service has provided sexual harassment 
awareness training to supervisors and managers across the country. The 
purpose of the training is to heighten the awareness of our supen/isors and 
managers on the problem of sexual harassment in the workplace and to 
provide guidance regarding the proper steps to take when a situation occurs. 

In FY 1999, sexual harassment training was made available to all postal 
employees, but was not mandatory. In FY 2000, all craft employees are 
required to view a new one-hour training tape that will help increase their 
awareness of sexual harassment issues. Non-bargaining employees are 
required to take two hours of training that describes how to identify, 
investigate, prevent, and resolve sexual harassment situations in the 
workplace. 
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in addition to these courses, video “infomercials,” web-based resource 
material for Diversity Development and Hispanic Program Specialists, and 
booklets for employees and managers will be provided. More materials 
(course training, a “tool kit" for sexual harassment prevention, and incident 
tracking) are under development. 

In addition to the training on sexual harassment, the Postal Service has 
conducted extensive orientation and training sessions throughout the 
country in preparing managers and supervisors for the REDRESS Program. 
These sessions entail discussions of the EEC complaint process, the point 
at which mediation will be introduced into the process, and the expectations 
for management involvement in this program. 

(c) Have your programs to streamline or speed up the EEO process decreased 
the backlog of grievances? If so, in what areas? 

The primary initiative undertaken by the Postal Service to reduce the 
backlog of claims has been the introduction of the REDRESS Program. 
During FY 1999, REDRESS was rolled out to every district. REDRESS I, 
which provides for mediation at the pre-complaint stage, emphasizes speed 
in arriving at resolutions. The mediation sessions generally occur within two 
weeks of the time the individual requests pre-complaint counseling. 

During FY 1999, more than 9,000 mediation sessions were conducted with a 
closure rate of 81 percent. This effort, coupled with resolutions through the 
normal counseling process, resulted in a reduction of over 2,000 formai 
complaints, or about 19 percent. The Postal Service has aiso introduced 
ADR at the formal stage of the process. This effort, known as REDRESS II, 
is geared toward resolving claims at the investigative and hearing stages, 
and is being piloted in the San Francisco area. REDRESS 11 employs 
outside mediators under the same model as REDRESS I. 

Significant reductions in formal complaints have occurred in 10 of the 1 1 
Areas in the Postal Service. These reductions have also enabled EEO 
professionals who perform investigative and appeals work to begin to 
reduce case inventories. After several years of steadily increasing 
inventories of cases, the Postal Service was abie to reduce the inventory by 
over 2,700 cases, or approximately 20 percent. 

43. In September 1999, GAO issued a report that discussed the quality of equai 
employment opportunity (EEO) complaint data maintained by the Postal 
Service. In responding to a recommendation in the report, a postal official 
indicated that the Postal Service planned to adopt comprehensive 
management controls to ensure that EEO data submitted to the Equal 
Employment Opportunity Commission are complete, accurate, and reliable. 
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(a) Please describe in more detail the types of controls that the Service plans to 
implement. Also, what examinations of the controls would be done to 
determine whether the controls ensure that EEO data recorded and reported 
are complete, accurate, and reliable? 

The GAO report focused on annual reports made to the EEOC each year. 

The Postal Service developed a program to automatically produce the 
reports each year, and some flaws in the programming led to inaccurate 
figures. The major programming flaws have been corrected; nevertheless, 
an in-depth examination of each data element has been undertaken to 
insure that all of the formulas used to produce the data are consistent with 
EEOC requirements. The data produced by this program will then be 
matched against data developed by running individual programs for each 
data element to insure consistency. The data produced will also be 
examined by experienced EEO professionals who understand the process 
and can detect any anomalies that occur and recommend corrective action. 
Rather than waiting until the end of the year to run the data, it will be 
produced on a quarterly basis so that as the year proceeds, the Postal 
Service can ensure that any problems in data are noted and can be 
modified well in advance of the end-of-year reporting requirements. 

44. Experts on workplace violence say it is a widespread misperception that office 
homicides erupt unexpectedly. However, they say most people contemplating 
homicide tell others, sometimes repeatedly of their intentions. Usually co-workers 
know on some level when they are at risk. Whether the threat becomes a reality 
depends on how well the company responds to the crisis. 

(a) What mechanisms do you have in place to identify potentially violent employees? 

Our EAP is a primary source in identifying and dealing with troubled 
employees. In addition, each performance cluster, as well as Postal Service 
headquarters, has a trained Threat Assessment Team (TAT) in operation to 
identify potentially violent individuals or situations. Each performance 
cluster conducts crisis simulations to prepare for possible emergencies 
through their trained Crisis Management Teams. Training is continuously 
provided to help identify employee danger signs. Workplace Violence 
Awareness, an 8-hour training course for management and 1-hour course 
for craft, helps employees to better understand their role in recognizing and 
defusing workplace violence. 
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(b) What steps are taken to protect other employees? 

Besides enforcing a Zero Tolerance policy designed to protect all employees, 
during FY 1999 a newly created Area Security position was established and 
staffed within each of our eleven area offices. These individuals have assumed 
their positions and completed training and have since been focusing on 
improving general security. In addition, more than $27 million is being allocated 
this fiscal year to address high-priority physical security needs. 

Management and craft training remain key initiatives to protect employees. 

As stated previously, management training at the performance cluster level 
includes Workplace Violence Awareness training. All newly hired craft 
employees receive training on Workplace Violence Awareness, which is also 
being expanded to existing craft employees in several Areas this fiscal year. 

Employees also have access to well-publicized, toll free “hot line” numbers 
for the Inspection Service, Inspector General’s Office, OSHA, and EAR. 

Calls may be made anonymously and receive prompt responses depending 
on the urgency required. 

(c) Please discuss the programs and procedures you have in place to minimize 
the threat of violence. 

The Postal Service supports an award-winning EAR that is available to all 
employees and their immediate families. Last year, more than 30,000 
employees and family members utilized the counseling and information 
services provided through this program on a self-referral basis. 

After being piloted during FY 1999, a “Safe Separations” training program 
for supervisors and managers will be implemented this fiscal year. This 
training will help supervisors facilitate meetings with employees who are 
being terminated from employment, it will assist supervisors in getting the 
support they need to conduct separation meetings. It will also instruct them 
in how to use other resources, including neutral postal personnel who can 
talk calmly with employees who are being terminated and discuss resources 
available to assist them during their transition of leaving the organization. 

As stated previously, each performance cluster provides awareness training to 
management and craft employees. This year, in addition to maintaining a 
well-trained management Threat Assessment Team, Crisis Management 
Team, and conducting crisis simulations, all employees are required to 
complete a four-hour segment of their annual training that deals specifically 
with improving workplace relationships. These initiatives, in conjunction with 
enforcement of the Zero Tolerance Policy, are intended to minimize the threat 
of violence in the workplace and hold individuals accountable for their actions. 
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45. The aggressive management course was intended to teach Postal Service 
supervisors how to identify aggressive behavior and defuse and prevent 
workplace violence through unbiased communication. 

(a) Has this program been successful in defusing dangerous situations? 

Please provide evidence to support your statement. 

There is no nationally sponsored course by that name. However, there are 
national courses that do address the prevention of workplace violence. 
Workplace Violence Awareness, an eight-hour course for managers and 
supervisors, specifically addressed workplace violence prevention and was 
delivered to all postal managers and supervisors in 1995. In addition, 
each performance cluster has a trained Threat Assessment Team (TAT) in 
operation to identify potentially violent individuals or situations. Each 
performance cluster also conducts crisis simulations to prepare for 
possible emergencies through their trained Crisis Management Teams. 
Training is continuously provided to help identify employee danger signs. 

All newly hired craft employees receive training on Workplace Violence 
Awareness, which is also being expanded to existing craft employees in 
several Areas this fiscal year. 

All of these efforts have better equipped postal employees to prevent 
incidents of violence or to deal with them when they do occur. Training is 
enhanced as new lessons are drawn from experience in dealing with these 
situations. Postal Service efforts, in fact, have become a model nationally 
and postal employees are routinely invited to present to external public 
and private agencies about our violence prevention activities. 

46. With respect to sexual harassment, often the Subcommittee learns of 
incidents in which postal employees have been subjected to the most 
horrific and despicable acts that could be perpetrated against a person from 
supervisors, as well as co-workers. Unfortunately these employees are so 
intimidated that many are afraid to seek help. 

(a) What remedy is available to victimized employees for such incidents? 
Assuming the allegations are proven true, what action is taken against the 
perpetrator? 

The Postal Service takes the problem of sexual harassment very seriously. 
We have implemented a program to prevent sexual harassment in the 
workplace and to address promptly any incidents of sexual harassment that 
may occur. 
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Over the past few years, the Postal Service has provided sexual harassment 
awareness training to supervisors and managers at postal installations 
throughout the country. The purpose of the training is to heighten the 
awareness of our supervisors and managers on the problem of sexual 
harassment in the workplace and to provide guidance regarding the proper 
steps to take when a situation occurs. 

The Postal Service's initial management inquiry process for sexual 
harassment complaints allows managers, postmasters, and supervisors to 
whom a complaint is brought to obtain enough information at the outset to: 

• Determine whether there is an immediate need to separate the parties 
from one another. 

• Determine whether there is an immediate need to recommend that an 
employee seek Employee Assistance Program (EAP) counseling. EAP 
is a confidential, voluntary counseling service for all Postal Service 
employees and their family members. 

• Determine whether other employees are being harassed. 

• Assess the nature and scope of the problem in the workplace. 

• Decide whether the manager or supervisor can remedy the problem or 
whether referral to Human Resources for a full investigation is warranted 
because of the individuals involved or the nature and scope of the changes. 

The inquiry imposes upon managers, postmasters, and supervisors the 
obligation to react promptly to complaints alleging sexual harassment and 
compels them to deal with the problem. In short, it avoids both wholesale 
dismissal of such complaints and referral of the issue to an EEO counselor. 

When supervisory employees do not have the necessary authority to launch 
an inquiry, the complaint is brought to the attention of a higher level 
supervisor or manager with such authority. 

The initial management inquiry does not replace the sexual harassment 
investigation normally conducted under the auspices of Human Resources. 
When in the course of the initial management inquiry, the manager learns 
that the nature and scope of the complaint warrants outside investigation 
and/or that resolution is not feasible, management refers the complaint to 
Human Resources for a full investigation. 
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Where there is evidence that an employee has engaged in sexual 
harassment, management will initiate appropriate remedial action that 
includes disciplining the harasser and taking steps to ensure that the 
harassment has ended. Where warranted, other appropriate administrative 
action may also be taken. 

47. The Subcommittee is interested in how well the Diversity Department is 
meeting its goals. 

(a ) What are the responsibilities of the Diversity Department in the Postal Service ? 

The “Diversity Department” in the Postal Service is named Diversity Development, 
its purpose is to: 

• Create an inclusive organization with a sense of common purpose by 
promoting change and growth, so that diverse needs of employees, 
customers, and suppliers are integrated into how the Postal Service 
does business. 

• Build an inclusive workplace environment that recognizes the 
uniqueness of every individual and encourages the contributions of 
people from different backgrounds, experiences, and perspectives. 

• Be a social conscience in building on the foundation of affirmative action 
and equal employment opportunity so that all employees are empowered 
to do and be their best. 

These responsibilities are carried out under: 

• Twenty-three initial improvement initiatives, and eleven ongoing 
initiatives (see Attachment 3); 

• Four principal objectives in the diversity business plan: 

■ Articulate a clear diversity message; 

■ Ensure representation of all employee groups in all levels of 
Postal Service employment; 

■ Create a work environment free from discrimination and sexual 
harassment; and 

■ Establish and maintain a strong, competitive, and diverse supplier base. 
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(b) How does the Postal Service measure whether the Diversity Department is 
meeting its obligations? 

The Postal Service has a unique management system called CustomerPerfect! 
This system is modeled on the Malcolm Baldrige National Quality Award 
framework, core values, and performance criteria. Its annual planning cycle 
establishes program goals, business strategies, and measures of performance, 
including both indicators and targets. 

Reporting is accomplished in several ways: 

• Projects and milestones in support of the four principal objectives are 
tracked through a computerized project management system, with 
reports regarding projects meeting milestones and being completed. 

• All executives establish diversity-related objectives as part of the merit 
performance evaluation system. Objectives and accomplishments are 
summarized and sent by way of the Area Vice Presidents to the 
Executive Vice President/Chief Operating Officer, 

• Tracking activities in support of the Affirmative Employment Plan are 
maintained through Diversity Development Specialists in the field and 
executive liaisons at Headquarters. 

• Progress reports are made to the Board of Governors and Diversity 
Oversight Committee regarding the improvement initiatives. 

Measurement tools include: 

• Diversity Reporting System, which collects data and provides reports on 
employment, 

• Quarterly workforce profile, which tracks workforce hiring, separation, 
and promotion by unit across ethnic-by-gender groups. It includes 
breakdowns by key organizational level up to executives and corporate 
officers. It is reviewed by all officers and submitted by Postmaster 
General/CEO to the Board of Governors. 

• Tracking sexual harassment training hours. 

• "Inclusion index” for building representative applicant pools. 

• Analysis of individual executives’ diversity performance objectives and 
accomplishments; reporting is via Area Vice Presidents to the COO to 
ensure integration with the business plan and provide visibility to efforts. 
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• Tracking of developmental assignments and participation in succession 
planning programs. 

• T racking of local activities in support of the Affirmative Employment Plan. 

• Quarterly Diversity Performance Review (See Attachment 4). 

Measurement tools specific to supplier diversity include: 

• Tracking number of transactions, dollars awarded. 

• Recording events with suppliers. 

• Tracking buyer training hours. 

• Nationai Minority Supplier Development Council database now available to 
selected purchasing personnel and Senior Diversity Program Coordinators. 

(c) Please summarize the action plans developed by the Postal Service for 

dealing with diversity issues. 

Specific activities that support diversity include: 

• The Affirmative Employment Program. This program provides national 
guidance on the Postal Service’s affirmative employment programs. 

During 1999, efforts were focused on Voice of the Employee issues that 
were identified in the CustomerPerfect! process, and diversity issues 
raised by the Aquirre six-month study commissioned by the Postal 
Service's Board of Governors. Diversity Development helped postal 
managers compile statistical information for the Affirmative Employment 
Program, which addresses the prevention of sexual harassment, 
employee group representation, discrimination complaints, recruitment 
and hiring, employment development, promotions, separations/retention, 
program evaluation, and veterans and people with disabilities. 

• The Diversity Reporting System (DVRS). DVRS provides detailed work force 
statistical reports used to analyze postal work force data and identify 
employment trends. DVRS enhancements for 1999 include the development 
of tracking reports for applicant flow, awards, and EEO complaints. 

• The Quarterly Work Force Profile. This profile provides the status of 
employee group representation within the postal work force. It is 
distributed to the Board of Governors, officers, and managers. 
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• Prevention of Sexual Harassment. One-hour mandatory training will be 
given to all craft employees to increase awareness of issues. Two hours 
will be given to all non-bargaining employees on how to identify, 
investigate, prevent, and resolve sexual harassment situations in the 
workplace. In addition to courses, video “infomercials,” web-based 
resource material for Diversity Development and Hispanic Program 
Specialists, and booklets for employees and managers will be provided. 
More materials (course training, a “tool kit" for sexual harassment 
prevention, and incident tracking) are under development. 

• Noncompetitive Hiring Program. The Postal Service sponsors a 
noncompetitive hiring program for people with disabilities. Applicants for 
designated entry positions, which represent the bulk of external recruitment, 
may have their qualification assessed by the Department of Veterans 
Affairs or by departments of vocational rehabilitation in the states. 
Applicants certified by these agencies are eligible for noncompetitive hiring. 

• National Hispanic Program. This program is intended to identify high 
potential employees, provide orientation to applicants for entry hiring 
exams, conduct recruitment and community outreach, and establish and 
maintain contacts with Hispanic organizations. 

• Women’s Program. This program sponsors executive leadership 
training, analyzes issues concerning work and family life, initiates efforts 
regarding recruitment, retention, mentoring, and succession planning, 
and conducts focus groups to identify and resolve women’s issues, 

• The Special Emphasis Program. This program was created to address 
the special needs, obstacles, and concerns of various ethnic, racial, and 
other minority groups, including Blacks, Asian Americans/Pacific 
Islanders, American Indians/Alaskan Natives, individuals with disabilities, 
and veterans and white males. The programs focus attention on the 
needs of these groups when they are underrepresented in the Postal 
Service (though they may be well represented in the civilian labor force) 
or when they are underrepresented at higher levels of postal 
management (though they may be well represented in the bargaining 
units or in lower level management). The Special Emphasis Program’s 
objective is to ensure that all employees are fully utilized in our workforce 
and have an equal opportunity to compete in every aspect of 
employment, including but not limited to recruitment, hiring, retention, 
training, career development, and promotions. 

See also Attachment 3 for improvement initiatives. 
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(d) Are these programs having an impact on diversity? 

The original initiatives are complete and have accomplished their intended 
goals. Accomplishments for the past fiscal year are highlighted in Diversity 
Development's section of the Comprehensive Statement (Attachment 5). 

The attached FY 1999 Postal Work Force Profile Report (Attachment 6) 
provides statistical data showing the diversity employment representation 
within the Postal Service. Overall, the report continues to reflect positive 
trends and improvements in the hiring and promotion of women and minorities. 

In FY 2000, we will continue to address the under-representation of the 
various groups in preparation for the next census. Mentoring, training 
opportunities, details, and reassignments are all part of our plans, and these 
activities will be carefully monitored to ensure access for all groups. 

See Attachment 4 for more information. (Note: actual reports provided as 
examples, unit identification headings deleted.) 

(ej What has the Postal Service done to improve diversity at the higher postal 
management levels? Please provide the number of minorities, in particular, 
African Americans, and Hispanic employees that are currently in PCES 
(Postal Career Executive Service) positions within the Postal Service, i.e., 
those whose salaries are in the $79,000 to $126,000 range? How many 
women and minorities currently hold executive or top management positions 
within the Postal Headquarters and in the field? 


I All Empl. 

White 

Black 

i Hispanic 

AAPI* 

AIAN** 

Total 

M 

F 

M 

F 

M 

F 

M 

F 

M 

F 

M 

F 



682 

172 

555 

120 

76 

43 

41 

4 

9 

4 

1 

1 

854 

All 

384 

113 

327 

90 

34 

16 

17 

3 

6 

3 

0 

1 

497 

HQ 

298 

59 

228 

30 

42 

27 

24 

1 

3 

1 

1 

0 

357 

Fid. 


* - Asian American/Pacific islander 
** - American Indian/Alaskan Native 

The Postal Service tracks representation for succession planning for 
executive positions. There are also developmental programs, such as the 
Advanced Leadership Program, that prepare employees for senior 
management positions. Participation demographics are monitored. 

(f) In light of the Aguirre report, what measures have been taken to improve the 
role of women and minorities? 

The Aguirre Report resulted in 23 initiatives that have been completed. See 
Attachment 3. 
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(g) What are the latest statistics of women and different minority groups 
employed in the Diversity Department? 


I All Empl. 

White 

Black 

1 Hispanic 

1 AAPI 

AIAN 

Total 

M 

F 

M 

F 

M 

F 

M 

F 

M 

F 

M 

F 


10 

16 

2 

2 

3 

12 

4 

1 

1 

1 

0 

0 

26 


(h) What initiatives has the Postal Service taken to assure fair consideration for 
women and minorities when applying for higher level positions, particularly 
those at the EAS (Executive and Administrative Schedule) 17 level and above? 

The Postal Service has reinstated promotion review committees of diverse 
membership to evaiuate applicant qualifications. Training for review 
committees and selecting managers was recently revised to emphasize 
efficient, effective, and fair assessment. Career development programs 
have been, or will be, implemented. These include the Career Management 
Program (mid-level management) and Career Development Tracks (general 
EAS). The General Accounting Office conducted an audit of EAS selections 
and found them to be done fairly, and according to procedure. 

(I) What initiatives has the Postal Service taken to increase supplier diversity? 

What exactly is being done to simplify purchasing policies to provide small, 
minority and woman-owned enterprises easier access to Postal business? 

The following activities are in place to increase supplier diversity within the 
Postal Seivice: 

• Expand Supplier Diversity Program Communication 

We developed and published a Supplier Diversity “Statement of 
Commitment,” and added a variety of communication tools and links 
to both the Intranet and Internet web pages ( www.usps.aov.busctr) . 

• Expand Purchasing and Materials Diversity Operating Plan 

The Supplier Diversity Plan covering the years 1999-2003 will help ensure a 
continued focus on and improvement in our relations with small, minority, and 
woman-owned businesses. The plan consists of aggressive year-to-year 
continuous improvement targets for five-year planning. 

• Link Local Buying to Supplier Diversity Program 

Guidelines have been issued to local buyers and credit card holders to 
promote consideration of small, minority, and woman-owned businesses. 

• Improve Subcontracting Participation bv MinoritvA/Voman-owned Businesses 
Purchasing policy on subcontracting was revised and reissued. The focus 
has been heightened on subcontracting or second tier participation. 
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• Provide Supplier Diversity Training to All P&M and Other Buyers 

In 1999, we established training requirements for all buyers. By and 
large, the major buying functions and most local buyers completed their 
training requirements. Additionally, generic guidance for credit card 
buyers is now in the AS-709, Credit Card Policies and Procedures for 
Local Buying, which went into effect on November 30, 1998. Training 
modules for local buyers are also available on our Intranet pages. 

Supplier Diversity coverage has been added to the courses in the 
functional curriculum. We are currently assessing the need to add 
coverage to other core USPS training offerings. 

• Establish Accountability for Complying with Supplier Diversity Program 
For 1 998, we have moved from objectives to process and result 
indicators so that we can assess effort as well as results. Indicators are 
being tracked by both individual and buyer organization. 

• Southern California Pilot Program 

A cross-functional pilot has been launched to explore new approaches 
and replicate those that are successful. The team represents all buying 
functions and diversity personnel. They are currently working on 
identifying best practices and will expand to other areas. 

A variety of tools have been developed to obtain supplier input on ways to 
make it easier for suppliers to do business with the Postal Service. They 
include an annual supplier survey, mechanisms to provide supplier with direct 
electronic access to supplier diversity coordinators, and a supplier quality 
council. This council is a forum outside the purchasing process for suppliers 
to actively dialogue with the Postal Service to enhance performance and 
operations, and to act as mutual sounding boards on possible policy changes 
that may have some impact on the supplier community. 

48. The Postal Service incorporated 23 initiatives into a business plan last year 
following a report by consulting firm Aguirre International on how the agency 
stacked up against the civilian labor force in terms of ethnic and gender 
diversity. In April, the Postal Service announced that it had tackled 1 7 of 23 
planned diversity initiatives designed to make the agency better reflect the 
communities it serves. 

(a) Has any progress been made on the remaining initiatives? 

The 23 initiatives have been completed. See Attachment 3. 

(b) What are the results of the programs pilot-tested by Human Resources that 
were aimed at career development? 
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The Career Management Program (CMP) prepares supervisors, managers, 
and postmasters. Levels 1 5-22, for the future by providing them the skills 
and knowledge they need to guide employees and operations toward 
greater efficiency, continuous improvement, and outstanding customer 
service. Course curriculum covers skills and information identified by the 
field as critical for effective supervision and management. The program 
consists of three educational and training tracks: 

• General Supervisory Skills Training for newer supervisors. 

• Advanced Supervisory Skills Training for more experienced supervisors. 

• Management Skills Training for managers. 

Employees complete a competency review, in consultation with their 
manager, to determine the skill areas they want to strengthen and the initial 
track they should attend. Employees may attend additional tracks and 
participate in elective courses throughout their career based upon a periodic 
review of their supervisory and managerial skills. 

The nine pilot sessions of the Leadership Core were completed in June 
1999. The ongoing end-of-course evaluation data collected from both the 
pilots and post-pilot sessions has been consistently excellent. In addition, 
the follow-up evaluation data collected from the pilot sessions support the 
usefulness of the program in building critical skills in supervisors and 
managers. Both participants and their bosses reported that the program 
helped provide skills used on the job in a variety of areas, including Oral 
Communication and Listening, Directing and Developing Others, and 
Decision Making and Problem Solving. 

(c) Have you developed a process to evaluate how you are doing in recruiting 
minorities and women? 

The Postal Service tracks recruitment for entry positions, which constitute the 
vast majority of positions filled from outside the Postal Service. Reporting 
systems are being established for specific breakdowns in higher level positions. 

(d) What has been done to strengthen and ensure the Postal Service’s 
commitment to diversity? 

In addition to the activities described above and in Attachment 3, the Postal 
Service has accomplished the following as evidence of our continued 
commitment to diversity: 
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• Reorganized Headquarters Diversity Development Department to better 
achieve organizational goals. 

• Upgraded level and responsibilities of Area Senior Diversity Program 
Coordinators. 

• Established and identified Headquarters Diversity Liaison responsibilities 
with each functional department represented by an individual selected by 
the Vice President. 

• Presented Diversity business plan to each Area office by the Vice 
President Diversity Development. 

• Created and staffed Hispanic, Women’s, and Special Emphasis 
Programs at the Headquarters level. 

• Participated in community partnership programs. 

• Emphasized succession planning. 

(e) What is the function of the Diversity Oversight group? How frequently does 
it meet? 

The Diversity Oversight Committee oversees implementation of diversity 
initiatives and serves as an advisory council for diversity issues. They meet 
at least quarterly. The membership and composition of the Oversight 
Committee includes Field and Headquarters executives. Officers, and 
Inspection Service leadership. The Chief Operating Officer (COO) and 
Chief Financial Officer (CFO) administer the Committee. A total of 
seventeen members are currently serving. 

(f) Has the Service developed a process to track, evaluate, and act on the results 
needed to establish accountability for diversity in PCES Merit Evaluations? 

The PCES Merit Evaluation process is intended to allow for individual 
objective setting in support of corporate goals and certain critical indicators. 
Beginning in FY 1999, individuals were required to establish objectives in 
the area of diversity, which would address the particular diversity challenges 
faced in their area of responsibility. The process of establishing specific 
goals and indicators takes place between the executive and his/her 
manager. The progress towards goal achievement is checked throughout 
the year. At the end of the year, the manager evaluates overall 
achievement of the individual objective. 
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49. The Diversity Development Strategic Plan is being updated and broadened 
to reflect the commitment embodied in the team’s 23 recommendations. 

(a) Please provide the new Plan and discuss your current strategies for 

effective developmental and career progression for minorities and women. 

The Diversity Development Strategic Plan is in the process of being 
updated. A copy will be provided when it is complete. 

The Diversity Development department has created positions staffed with 
program specialists dedicated to Hispanic, Women’s, and Special Emphasis 
Programs. 

Each of the programs is focused on recruitment, hiring, and retention 
initiatives. Emphasis is placed on identification and eradication of 
employment, developmental and promotional barriers for underrepresented 
groups. These efforts are aimed at ensuring representation of all employee 
groups at all levels of Postal Service employment. 

An example of these efforts is represented by our sponsorship of the Career 
Management Program, in addition to the pilots sponsored by Human 
Resources, the Headquarters Diversity Development department sponsored 
eleven programs (see Question 48(b)) in each of the areas. These efforts 
are in support of our developmental efforts toward minorities and women. 
The demographic breakdown of those classes are as follows: 
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50. The Voice of the Employee (VOE) Labor Training class was designed for 
management to make them aware of the voice of employees. The goal is to 
train managers to listen and respond to the needs of employees by 
providing managers with tools and resources to identify, remove and 
overcome barriers where under-representation exists to ensure equal 
opportunities for all employees and; to ensure that there is zero tolerance of 
discrimination and harassment in the workplace. 

(a) Has this program been fully implemented? Have you measured the 

effectiveness of the VOE (Voice of Employees) Labor Training program? 

We are not sure which specific labor relations training class you are referring 
to in the question. Please see Question 30 addressing Voice of the 
Employee (VOE) training requirements. 
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51 . Governor Tirso del Junco has made comments regarding dissension 
between Blacks and Hispanics. 

{a) Is the PMG and his management team aware of his concerns and have they 
discussed these concerns with him? 

Yes, the Postmaster General and the Management Committee are aware of 
Governor del Junco’s concerns and have discussed them with him. 

(b) What has been done to address this specific issue? 

The Heritage Coalition was created in response to this issue. It is composed of 
the leadership of internal employee groups representing all minorities and 
women. Coalition members include representatives from the Hispanic 
Organization of Postal Employees (HOPE), A+, Network, The Hispanic Society, 
Asian-American Postal Employees Association, and the National Alliance. 

The initial meeting was held in December 1998; the second meeting took 
place in August 1 999. The Coalition provides the opportunity for these 
groups to discover mutual concerns and pursue common goals. The idea for 
the coalition was originally conceived and established by members of the 
Board of Governors to address present and future concerns of these groups 
within the Postal Service. Both Governors Tirso Del Junco and LeGree 
Daniels have attended and participated in Coalition activities. We plan to 
reconvene the group in February 2000 to evaluate progress to date and 
provide a forum for ongoing dialogue and future collaboration. 

52. Last year the Postal Service reported that it was implementing the new 
Voice of the Employee (VOE) survey because it feels that a direct “voice of 
the employee” is a critical input to its decision-making. At that time the 
Service reported that three management associations and two of the four 
unions were cooperating in the survey process. The Service expected that 
a significant number of employees would respond to the survey. 

(a) Please update the Subcommittee on the status of the Voice of the Employee 
Survey. Was the survey conducted? Is so, what was the response rate? 

The VOE survey has been conducted quarterly since Quarter 4 of FY 1998. 

The response rates for the six surveys has ranged from 45% to 55%. 
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(b) What information did it provide and was that information used as input into 
the Postal Service’s decision-making process? 

Survey results were used by managers to better understand the workplace 
environment and to determine actions needed to address specific issues. 
Information from the survey results has also been used to identify areas for 
national focus with the intent of improving our workplace environment. This 
year, the Postal Service is tracking six key questions from the survey 
concerning supervisor behavior and recognition. 

(c) Which management associations and unions cooperated with the Postal Service? 

All three management associations and the Rural Letter Carriers have 
consistently cooperated with the Postal Service on the VOE survey process. 

The APWU and National Postal Mail Handlers Union have not cooperated. 

The National Association of Letter Carriers cooperated with the Postal Service 
on the Quarter 4, FY 1 998 survey, but has not continued their cooperation on 
subsequent surveys. 

(d) Were the results of the survey released and to whom? 

The results are provided to all areas and performance clusters at the end of 
each postal quarter. At the completion of FY 1999, the results were 
provided to all plants and post offices Level 24 or larger. 

53. In what some have characterized as a bold move, the Postal Service 

initiated the Priority Mail Redesign effort to “contract out" the processing and 
transportation of Priority Mail. In April 1997, the Postal Service awarded a 
$1 .7 billion, 5-year contract to Emery Worldwide Airlines (EWA) to establish 
a network of 10 Priority Mail Processing Centers (PMPC) on the East Coast. 

The OIG reported that; (i) Priority Mail processed through the network cost 
23 percent (or $101 million) more than Priority Mail processed by the Postal 
Service without the network, and (ii) there were missed opportunities to 
reduce commercial air and diesel fuel cost. 

The OIG noted that the additional costs of network operations may not be 
justified since there is only “minimal” improvement in service. In addition, 
the OIG reported that the contractor received financial relief that in the 
opinion of the IG eliminated or reduced the cost benefits cited in the original 
comparative analysis that justified the contract. 
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The IG made six recommendations to control cost, capture savings, and 
improve service. Management agreed with the recommendations but had 
differences of opinion on some of the findings in the report. The OIG 
recommended that management: (i) ensure that pending and future 
contract rate adjustments are settled after ftjily reconciling costs, contractor 
performance and the original terms of the contract and, (ii) address the cost 
and performance issues identified by the IG before any future expansion of 
the PMPC network, 

{a) In light of the OIG’s review, what are the Postal Service’s current plans and 
timetable for further outsourcing the handling of Priority Mail? 

No decisions have been reached regarding the further expansion of a 
dedicated network for handling Priority Mail, although several alternative 
scenarios are under consideration. As a result, the Postal Service has not 
established a timetable for further outsourcing the handling of Priority Mail at 
this time, 

(b) How is management responding to the recommendations contained in the 
OIG’s report? 

As indicated in management’s response to the report, the additional cost of 
handling Priority Mail through a dedicated transportation and distribution 
network was recognized at the time the pilot was approved. The Postal Service 
continues to regard the additional cost as an investment in improved service. 

We do not agree with the IG audit report’s characterization of the service 
improvement demonstrated in the pilot. Rather, we believe the pilot 
(Phase 1) network has shown us that we can achieve consistent service at 
competitive levels through a dedicated, centrally-managed network. 

(cj What is the status of the experiment for postal employees to operate a Priority 
Mail Processing Center as part of the negotiated settlement with the APWU? 

The Memoranda of Understanding which were agreed to with the APWU 
and the NPMHU during the 1998 contract negotiations called for the parties 
to "make every effort to reach mutual written agreement on modifications to 
the National Agreement’s provisions that the Postal Service determines are 
necessary with respect to the terms and conditions of employment that will 
govern the employees employed at said PMPC." 

Discussions are currently in progress with both the APWU and the NPMHU 
in an effort to reach such agreement. 
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54. Concern has been raised for the security of mail processed through the 
Priority Mail Processing Centers (PMPCs). 

(a) How many incidents of stolen and rifled mail were reported, investigated and 
confirmed in the PMPC network? 

The Postal Inspection Service does not currently distinguish PMPC 
contractors from other categories of contract offenders. Since the first 
PMPC became operational at Miami, FL, on August 30, 1997, nine 
additional centers have been added. To date, no significant problems have 
been attributed to the PMPC network that would warrant modifications to 
automated tracking systems to account for specific types of theft. 

(b) How many, if any, PMPC employees were disciplined and in what manner 
with regard to such incidents? 

A manual review of Inspection Service Case Activity Reports (CARs) has been 
requested to identify the incidence of mail theft and related disciplinary action at 
PMPCs since implementation. The results of that review will be furnished to the 
Subcommittee upon its completion in approximately two months. 

(c) Compared to other postal operations of the same size and nature (i.e.- the 
number of packages) would you consider the PMPC network more or less 
secure? Please provide statistics to support your response. 

All PMPC sites follow security protocols similar to those in use at all postal 
owned and operated facilities. They include: 1) a network of surveillance 
cameras (Criminal Investigation System) that allow Postal Inspectors to monitor 
all mail processing activities; 2) a requirement that all incoming and outgoing 
mail be placed in sealed containers for transport; 3) a facility access control 
system; and 4) a requirement that all employees undergo a pre-employment 
screening to determine their suitability for employment. 

55. The Subcommittee is interested in getting the Postal Service’s view on how 
well the PMPC network is performing. In addition, the Subcommittee would 
like assurances that volumes and contractor performance is properly 
measured. 

(a) What were the service performance levels for the PMPC network in FY 1998 
and FY 1999? 

While we recognize the Subcommittee’s interest in evaluating the 
effectiveness of the Priority Mail Processing Center network, the Postal 
Service considers Priority Mail service performance data and contractor 
reliability index measures to be highly confidential business information. 
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As you know, responses to Subcommittee questions generally become part 
of the public record and, therefore, become available to our customers and 
competitors alike. In addition, we are concerned about unilaterally releasing 
data that may compromise the competitive position of Emery Worldwide (the 
PM PC contractor). The Postal Service proposes working with the 
Subcommittee staff to provide the data within a privileged environment that 
will protect both the Postal Service’s and Emery Worldwide’s business 
interests while allowing the Subcommittee to review the data. 

(b) Please report the number ofPMPC service failures and the number of pieces. 
See the response to Question 55(a). 

(c) Is a separate contractor reliability index developed for each of the ten 
PMPCs? Is so, what were the scores for each of the PMPCs for FY 1998 
and FY 1999? 

See the response to Question 55(a). 

(d) Is the contractor reliability index developed in aggregate for the whole 
PMPC network? Is so, what were the scores for FY 1998 and FY 1999? 

See the response to Question 55(a). 

(e) How often is the contractor reliability index calculated (e.g. - by accounting 
period, quarterly, or annually)? 

See the response to Question 55(a). 

(f) How often did the failures exceed four percent of the mail (less than 96 
percent on-time) and a disincentive was assessed to the contractor? 

See the response to Question 55(a). 

(g) How often were failures less than three percent (more than 97 percent 
on-time) and an incentive was paid to the contractor? 

See the response to Question 55(a). 

(h) What were the total penalties assessed and incentives paid for FY 1 998 and 
FY 1999? 

See the response to Question 55(a). 
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(i) Please discuss the challenges that Postal management faces in measuring 
volume and service performance in the PMPC network. 

See the response to Question 55(a). 

56, Last year the Postal Service stated that Priority Mail capable of receiving 
one-day service continues to travel on surface transportation as it did prior 
to the implementation of the Priority Mail Network. In addition, you noted 
that the expansive reach of this integrated pilot program network increases 
the number of Priority Mail one-day service commitments. 

(a ) What were the number of Priority Mail pieces that received one-, two- and 
over two-day service for FY 1998 and FY 1999? Please show the figures 
broken out four ways," (i) pieces originating and destinating in the network, 

(ii) pieces originating in the network and destinating outside the network, (Hi) 
pieces originating outside the network and destinating in the network and 
(iv) pieces originating and destinating outside the network. Please provide a 
breakdown of the commitments broken down in the same manner. 

See the response to Question 55(a). 

57. Last year the Postal Service indicated that because you activated the PMPC 
pilot sites just before the busiest time of the year, you experienced start-up 
problems which led to delays in service. You stated that you were 
implementing a plan to address the lessons learned. 

(a) Has that plan been implemented and, as a result, to what extent have you 
been able to avoid difficulties, particularly in the 1 999 holiday period? 

We assume the question’s reference to the “1999 holiday period” refers to 
Fiscal Year 1999, or last year’s holiday period in December 1998, which was 
actually the second holiday season experience under the PMPC contract. 

In the first holiday season under the PMPC contract, FY 1998 (December 
1997), serious problems did occur for the reasons stated in the question’s 
preamble. Capitalizing on lessons learned from that experience, planning for 
the FY 1999 holiday period began earlier and was more thorough. The 
contractor increased the size of both the air and surface transportation fleets, 
the number of employees, the amount of equipment, and the square footage 
of work space acquired to handle the seasonal volume. 

As a result of these measures, there were no significant service failures 
during the FY 1999 holiday season, as there were in the FY 1998 holiday 
season. Overall, any problems encountered were due to bad weather and 
surging volume, which are normal for the time of year, highly localized, and of 
short duration. 
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Carrying forward into this year’s holiday mailing season, which will be the 
third year of operations under the contract, we anticipate continued 
improvement and even fewer problems. 

58. Under the leadership of the Department of State, the U.S. government has 
made a number of proposals in Beijing that would have the effect of: (1 ) 
opening up the Universal Postal Union (UPU) to all U.S. stakeholders; (2) 
moving terminals dues toward a cost-based system, and; (3) facilitating the 
free flow of mall among private and public operators. 

(a) What is the Postal Service doing to support reform of the UPU mission, 
structure and management to increase participation of interested parties and 
better reflect the differences between the governmental and operational 
responsibilities of the UPU? 

The State Department has the policy lead on UPU reform. The USPS 
supports U.S. policy by providing State with technical advice and by facilitating 
contacts with other postal administrations. The USPS provides advice on how 
the UPU works and on the culture and perspectives of UPU members. The 
USPS makes recommendations on how to gain support for U.S. policy by 
integrating and balancing proposals for reform with support for universal 
service. Finally, the USPS helps explain the U.S. reform agenda to other 
UPU members, solicits their support, and provides feedback to State on the 
concerns and reactions of UPU members. 

(b) What is the Postal Service doing to support the development and full 
implementation of a cost-based terminal dues system? 

The Postal Service played a leadership role in the financial analysis work that 
led up to the successful adoption of a cost-based terminal dues system at the 
UPU Congress in Beijing in September 1999. Under the new UPU system, 
mail exchanges between industrialized countries (ICs) will be country-specific 
and based on a percentage of domestic rates in the destination country. This 
will put some 85 percent of the world’s international mail volume under a 
cost-based system. 

The Postal Service will also play an active role in the further development 
and implementation of such a system in the coming years. With the 
leadership of a UPU Postal Operations Council Terminal Dues Project Team, 
the Postal Service will support efforts to develop a more comprehensive cost- 
based terminal dues system for the UPU that would lead to inclusion of 
developing countries (DCs). The USPS is also collaborating with State, the 
Postal Rate Commission, and other agencies on the terms of reference for 
an independent study of Article 40 and terminal dues issues. 
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It should be emphasized, however, that progress in introducing a country-specific 
cost-based terminal dues system required acceptance of a two-tier structure, with 
participation in the cost-based system limited, at least initially, to industrialized 
countries (ICs), and with DCs continuing to be compensated on the basis of a 
global average cost system. This two-tier structure, in turn, has been challenged 
by Australia and New Zealand as being incompatible with World Trade 
Organization (WTO) principles, specifically MFN (Most Favored Nation) treatment. 
Australia and New Zealand have indicated that they will be competitively 
disadvantaged by having to pay ICs at the UPU country-specific terminal dues 
rates while neighboring developing country competitors will be able to access 
industrialized countries at UPU global average cost rates. Both countries made 
declarations upon signing the UPU Acts expressing reservations about 
participating in the terminal dues structure for ICs. It is possible, therefore, that on 
or both of these countries, perhaps joined by others, will attempt to continue 
settling accounts with other ICs on the basis of the global average cost system or 
will attempt to apply WTO dispute settlement mechanisms to resolve this matter. 

The USPS is considering a two-track approach in response to the potential issue 
of WTO compliance. First, it will support efforts to bring developing countries 
into the cost-based terminal dues structure. Second, it will encourage Australia 
and New Zealand to support the two-tier structure, at least on an interim basis. 

(c) What is the Postal Service doing to ensure that the delivery of mail exchanged 
between industrialized countries and mail sent from industrialized countries to 
developing countries is not delayed by administrative procedures when 
properly compensated for? 

The Beijing Congress amended the regulations to relax the restrictions that 
caused delays of mail rerouted through third countries (so-called ABC 
remail). The Postal Service supported that amendment. The Postal Service 
itself does not currently apply these regulations to inbound mail from such 
countries and therefore does not cause any delays. The Postal Service will 
continue to work towards more compensatory terminal dues arrangements 
that will reduce the need for such administrative procedures. 

(d) How has the United States benefited from its participation in the UPU? Can 
you explain the relevance of this organization to postal patrons in this 
country? 

The UPU provides a forum for all countries of the world to come together 
and agree on arrangements to support universal mail service. Participation 
in the UPU permits the United States to reach agreement with other 
countries on types of services to provide, on standards, on compensation 
levels, and on operational and accounting procedures for mail exchanges 
much more efficiently than if the U.S. had to pursue separate bilateral 
arrangements with 188 UPU member countries. 
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As a result of the international mail network supported by UPU members, 
postal customers in the United States have access to standardized, 
affordable mail services to communicate with family, friends and businesses 
around the world. 

(e) Please list all Postal Service officials and staff by Job title that attended or 
traveled to the UPU Congress in Beijing. Describe their specific duties and 
responsibilities at the Congress and denote who was on the delegation. 

The following U.S. Postal Service officers served on the U.S. delegation: 

Officers - Week 1 

Henderson, William J. Postmaster General, Chief Executive Officer (5 days) 

Alternate Head of Delegation 

Del Junco, Tirso Member, Postal Service Board of Governors (5 days) 

Corcoran, Karla Inspector General (5 days) 

Elcano, Mary S, Senior Vice President and General Counsel (7 days) 

Regulatory Policies, Postal reform, Committee 3, General Debate 

Kane, Allen R. Chief Marketing Officer and Senior Vice President (7 days) 

Marketing Policies; World Conference on Direct Mail 
and Customer Day; General Debate 

Willhite, Deborah K. Senior Vice President, Government Relations (5 days) 
Regulatory Policies; General Debate 

Grubiak, James F, Vice President, International Business (5 days) 

Reisner, Robert A.F, Vice President, Strategic Planning, General Debate (5 days) 

Ward, John H. Vice President, Finance, Controller (5 days) 

Panelist on Payment Services Debate, General 
Debate, Finance Strategies 

Conrad, Michael U.S. Postal Inspector, PMG Security Detail 

Lin, Sam U.S. Postal Inspector, PMG Security Detail 

Week 2 

Lewis, Clarence E. Chief Operating Officer, Executive Vice-President (6 days) 
Operations Policies, Committees 4 and 6 

Weeks 3 and 4 

Durazo, Jesse Vice President. Area Operations, Pacific Area (9 days) 

Asia/Pacific Relations; Officer coverage for 
Weeks 3 and 4, Committees 4, 6 and 7 
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Entire Duration 

Hunter, Kenneth J. Chief Postal Inspector 

Chairman, Congress Committee 6 

Chairman, UPU Postal Security Action Group (PSAG) 

Security of the Mails Policies 

Porras, M. Richard Chief Financial Officer and Senior Vice President 

Chairman, Postal Development Action Group (PDAG) 
General Debate, Committee 8 presenter, Worid Bank and 
Postal Sector Reform; Financial Policies 

The following U.S. Postal Service managers, experts and support staff 

served on the U.S. delegation: 


Director, International Postal Affairs, Deputy Head of 
Delegation, Responsible for overall management of USPS 
participation in the UPU, Chair of CA Committee 1, Chair 
of the Direct Mail Advisory Board, Chair of the UPU-Private 
Operators Contact Committee, Designated to present 
proposals to Congress on behalf of CA 

Alvis, William Attorney - Committees 2, 3, 4 and 7, Legal Counsel on 

USPS international and UPU issues; Counsel to EMS 
Cooperative Chairman of the UPU Working Party on 
Recasting the Acts; Designated to present proposals to 
Congress on behalf of CA 

Chandler, Peter International Postal Affairs Specialist - Committees 2, 5 

and 8, UPU budget; technical cooperation and Postal 
Development; quality of service; International Business 
Reply Service, delegation logistics 

Delehanty, Dennis Program Manager, EMS - Committees 3, 4, 6 and 7, 

Chairman, EMS Cooperative; Coordinator of US delegation 
positions; UPU policy issues 

Emerson, Lea Program Manager, UPU Policies - Committees 2, 3, 4, 6, 

UPU policy issues; Terminal dues policies; coordinator of 
CA issues, Presenter of Congress proposals on behalf of 
the CA 

Grandjean, Waiter Program Manager - Committees 4, 5, 6, Mail Classification 
issues; UPU Convention issues; Responsible for writing 
USPS regulations to conform with New UPU Acts 

Hill, Donald Inspector in Charge, International Security Group, Postal 

Security Action Group ;{PSAG); support for U.S. 
chairmanship of Congress Committee 6 
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Ho, Eunice Purchasing Specialist, Chinese-English translation and 

interpretation, delegation office support, logistics, USPS 
officer support 

Levy, Allison international Postal Affairs Specialist - Committees 3, 4 

and 7, Parcel post; Prime-Expres, Support for U.S. 
chairmanship of EMS Cooperative; Terminal Dues 
accounting and statistics issues 

Wittman, Eliane International Postal Affairs Specialist - Committees 5, 7 

and 8, Officer schedules and programs; US Delegation 
coordinator; World Conference on Direct Mail; payment 
services; quality of service 


Weeks 1 and 2 only 


McClung, Fieri 


International Postal Affairs Specialist, French and Spanish 
translation and interpretation; PUASP coordinator, logistics 
support; officer support 


Weeks 2 and 3 only 


Alepa, John 


Manager, International Pricing - Committees 4, 6 and 8, 
Chairman, Financial Analysis Team of POC Terminal Dues 
Working Party; Int’l rates and pricing, terminal dues 
financial issues. World Bank cost accounting project 


Alvino, David Manager, International Mail Operations - Committees 4, 6 

and 8, Operations; Policies; Spokesman for USPS 
operations positions; quality of service 

Barnwell, Patricia Accountant - Committees 4, 5 and 6, International Postal 
Accounting and financial issues; Payment issues; 

Shipman, George Manager, Commercial Systems, Chairman, Technical 
Standards Board; Congress Committee 6; Telematics 
Cooperative 


The following U.S, Postal Service officials participated in the World Direct 
Mail Conference and Customer Day held in conjunction with the UPU Beijing 
Congress, They did not serve on the U.S. delegation. 

Anita J. Bizzotto Vice President. Marketing Systems 


John R. Wargo Vice President, Customer Relations 

James Wade Manager, International Marketing & Sales 

Robert Michelson Manager, Mail Order, Moderator of Conference 
Patrick McAfee Manager, Marketing Research, Conference Panelist 
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Linda Craig Wilson Program Manager, Direct Mail Advisory Board 
William Johnstone Managing Counsel, International & Ratemaking Law 
Terrell Carter Assistant Treasurer, Payment Technologies 

Kaye DeShields Manager, Retail Products and Services 

Robert Chambers Deputy Inspector General 

(f) Please provide for the record the total travel and administrative expense of 
participation in the Congress including all events and preparatory meetings 
such as the Council of Administration, Postal Operations Council and 
Regional Round Tables. 

The total travel and administration costs of preparation for and participation in the 
Congress are estimated to be $556,000. Costs of USPS participation at 
Meetings of the Council of Administration, the Postal Operations Council, and the 
Regional Round Tables were not included in this total, since these events 
addressed traditional UPU working issues not directly related to the Congress. 

59. The U.S. submitted a proposal to reform the UPU through an Extraordinary 

Congress in 2001 to study on the mission, structure and management of the Unio 
work, it recognized the need to increase participation of interested parties in the 
UPU government policies and that the opening of domestic markets to foreign 
service suppliers should be made in accordance with principles derived from the 
World Trade Organization and the General Agreement on Trade in Services. The 
proposal noted that the UPU structure could better reflect the differences betweer 
the governmental and operational responsibilities and recommended that the UPl 
Acts be revised to reflect an expanded role for the UPU with respect to the activiti 
of all operators, public and private, while continuing to provide a basis for membe 
countries to assure the provisions of a universal service on a global scale. The U 
recommended cooperation with the World Customs Organization, including the 
possibilities for extending simplified postal customs clearance procedures to simil 
shipments carried by all operators, public or private, and for revising the Kyoto 
Convention accordingly. The proposal noted the UPU should assure that other 
interested parties, including organizations representing users of postal services ai 
private operators, are also consulted and given an opportunity to contribute. 
Although the U.S. proposal was not adopted in Beijing, a compromise was reache 
whereby an Extraordinary High Level group of some 15 countries were to study 
these issues. In addition, a plenipotentiary meeting some time before the next 
Congress in 2004 may consider recommended changes. 

(a) Will the Postal Service give its fullest cooperation to support the goals of U.S. pos 
policy as embodied in the U.S. resolution on Postal Reform as presented in Beijin 

Yes. 
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(b) What will be the impact of the Universal Postal Union’s new agreements on 
international mail rates and the quality of international mail service? Was 
progress made that will benefit the United States? 

The UPU's new agreement on international mail handling and delivery 
charges, i.e., terminal dues, represents a departure from previous UPU 
terminal dues arrangements. The new agreement moves all industrialized 
countries into a cost-based terminal dues system with country-specific, per 
item and per kilogram charges, initially based on 60 percent of domestic 
tariff with rate caps that gradually increase over a three-year transition 
period and a floor rate that will be held constant. This formula is more 
indicative of the costs associated with each individual country’s mail flow. 

Further studies to be undertaken by the newly formed Terminal Dues Action 
Group (TDAG) will address whether the proportion of 60 percent of domestic 
rates should continue to apply to all industrialized countries or be scaled 
according to country-specific, cost-to-tariffs relationships. Terminal dues 
payments to developing postal administrations will remain unchanged, 
based on the worldwide flat rate of 3.427 SDRs per kilogram. 

The agreement also established a quality of service fund to be financed by a 
7.5 percent add-on for mail sent from industrialized to developing postal 
administrations. This fund will be used to help finance network development 
and service improvement projects in developing countries. This will benefit 
U.S. mailers who should receive faster and more reliable delivery for their 
mail items sent to developing countries. In principle, terminal dues payments 
for mail exchanges between industrialized countries may be linked to quality 
of service performance in the destination country after a study is conducted 
by the POC. It is believed that with the application of a suitable 
measurement mechanism of service performance, the global network will be 
improved and U.S. mailers will benefit from higher levels of mail service. 

In strict financial terms, the impact of the new agreement will be a general 
increase in our international LC/AO rates through the transition period (2001- 
2003), especially to certain industrialized countries with higher domestic postage 
rates. There will also be a gradual expansion in the number of rate groups to 
accommodate a widening range of charges paid to industrialized countries. 

A further new feature of the UPU terminal dues system is the provision for 
access to domestic postage rates in destination countries (domestic 
access). This new system could lead to lower international postage rates for 
qualifying mail entered directly into the destination country’s domestic mail 
stream at rates reflecting volume and worksharing discounts. The 
consequence, therefore, could be overall increases in rates for single-piece 
mail that would not qualify for the offsetting price reductions resulting from 
the domestic access provisions of the terminal dues system. 
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(c) How has United States benefited from its participation in the UPU? Can you 
explain the relevance of this organization to postal patrons in this country? 

See the response to Question 58(d). 

(d) What were your impressions at the UPU Congress in Beijing, China? What 
is your view on the issues regarding UPU reform? 

In general, the Congress in Beijing made progress in areas relating to the 
financing and development of the global postal network and the opening up 
of the UPU to wider private sector participation. The key issues in Beijing 
included terminal dues; service quality and the development of the global 
postal network; and reform of the Universal Postal Union, including opening 
up the UPU to wider private sector involvement. 

On terminal dues, the Congress approved a separate terminal dues structure for 
exchanges of mail among industrialized countries. This new structure will more 
closely align terminal dues with domestic costs and rates in industrialized 
countries. On service quality, the Congress established a new Quality of Service 
fund to be financed by a 7.5 percent increase in the terminal dues rate for mail se, 
from industrialized to developing countries. This fund will be used to help finance 
network development and service improvement projects in developing countries. 

On UPU reform, the Congress approved two measures. First, it established a 
High Level Group to develop reform recommendations within a two-year time 
frame and to consider calHng for a special plenipotentiary meeting to act on 
these recommendations prior to the next regularly scheduled UPU Congress 
in Abidjan, C3te d'Ivoire, in 2004. Second, it called for the establishment of an 
Advisory Group to be made up of non-governmental organizations (NGOs) 
that would represent private sector interests to the UPU. 

All members of the U.S. delegation to the UPU, including postal members, were 
disappointed that representatives of the International Express Carriers 
Conference (lECC) were not admitted to key meetings during the Congress. The 
lECC had been invited by the 1999 UPU Council of Administration to attend the 
UPU Congress in Beijing as observers. The opportunity for improved dialogue 
and mutual understanding was diminished by their inability to participate. 

This outcome was not completely surprising, however, as the role of the 
UPU in respect to competition between universal service providers and 
other operators not sharing universal service obligations or other service 
obligations under the UPU Acts is still not clear. The decision in Beijing to 
constitute a High Level Group to pursue UPU reform on an urgent basis 
demonstrates recognition by many UPU members of the importance of this 
issue and the need for more analysis and better preparation to deal with it. 
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(e) Please describe for the record the text of each U.S. proposal, the goal of 
each proposal as the Postal Service understands it, and the results of the 
vote on each proposal. 

The following are the results of the U.S. proposals submitted at the UPU 
Beijing Congress: 




■ 

019 

Flexible financing of UPU activities (This 

Passed by vote (Yes- 


was a proposal by the UPU Council of 

113 


Administration based on U.S. proposal to 
the Council) 

No-8 Abstain-5) 

033 

Continuation after the Beijing Congress of 
study on the mission, structure and 
management of the UPU work 

Referred to the High 
Level Group per 
Congress resolution C 
110 

Referred to forms 

20. 0. 17 

Codes used to identify exchange offices 

subgroup of Standards 

Board 

20. 0. 18 

Publication of list of UPU compendia in 
UPU Manuals 

Passed by consensus 

20. 0. 24 

Study on the color of the CN 22 Customs 

Amended version 


declaration 

passed by consensus 

20. 0. 31 

Study on accounting-priority and airmail 
transit a d6couvert 

Passed by consensus 

20. 24. 2 

Harmonization of carriage of hazardous 
materials in the UPU Convention with 

Passed by consensus 


current provisions in the UPU Parcels 
Agreement, in conformance with lATA 
and ICAO regulations 


20. 24. 91 

Consequence of proposal 20. 24. 2. 

Passed by consensus 

20. 26. 3 

Additional charge for return of 

Passed by vote (Yes- 


undeliverable items 

90 

No-62 Abstain-30) 

20. 40. 4 

Relaxation of restrictions on Article 40 

Rejected by vote (Yes- 


“Posting abroad of letter-post items” 

36 

No-62 Abstain-31) 

20. 41. 3 

Harmonization of regulations concerning 
the carriage of hazardous materials in the 
UPU Convention with lATA and ICAO 
regulations 

Passed by consensus 

35. RE 301. 

1 

Consequence of proposal 20. 24. 2. 

Passed by consensus 
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The following are the U.S. Proposals considered at the Postal Operations 
Council (November 22 - December 1, 1999 in Bern, Switzerland): 



■ '■ - ■ .,1 

■ 

25. RE 201. 

Expand the types of contents permitted in 

Amended version 

3 

M bags (bags of international mail to a 
single addressee) 

passed by vote (26- 
Yes) 

25. RE 205. 

Definition of sender of bulk items to 

Rejected by vote 

2 

specify that sender is originator of mail, 
not sender's agent or contractor 

(10- Yes) 

25. RE 409. 

3 

International Business Reply Service 
accounting charges 

Deferred to 2000 PCC 

25. RE 807. 

4 

International Business Reply Service 
letter bills 

Deferred to 2000 PCC 

25. RE 832. 

2 

Provision to allow origin administration to 
indicate the eventual disposal of empty 
bags 

Passed by consensus 

25. RE 

1015. 2 

Transit charges and terminal dues 
accounts 

Passed by consensus 

25. RE 

1018. 3 

Required documentation of payment of 
transit charges and terminal dues 

Passed by consensus 

25. RE 

1106. 5 

Required documentation for settlement of 
general accounts between 
administrations 

Passed by consensus 

25. RE 

1305. 1 

Publication of UPU circulars to notify 
changes in addresses to which payments 
are to be made 

Passed by consensus 

29. 31. 2 

Consequence of proposal 25. RE 832. 2. 

Passed by consensus 

29. 32. 3 

Consequence of proposal 25. RE 832. 2. 

Passed by consensus 

35. RE 307. 

Return of undelivered parcels by surface 

Rejected by vote (20- 

4 

mail 

Yes) 

35. RE 617. 

Provision to allow origin administration to 

Amended version 

2 

indicate whether empty receptacles 
should be returned 

passed by vote (29 in 
favor) 

39. 78. 2 

Additional box for verification note 

Passed by consensus 

45. RE 

501.1 

Add PCST*Net electronic international 
money order process into Regulations 

Passed by consensus 


Note: At the POC, only "Yes" votes were counted; 21 votes were required to 
pass a proposal. 

(f) What efforts did the Postal Service expend alone or in concert with the State 
Department to gain support for each proposal including but not limited to 
speeches, briefings, and meetings? 
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The most significant policy-related proposals that the U.S. formally 
submitted to the UPU Congress in Beijing were proposal 033 seeking 
comprehensive UPU reform and proposal 20.40.4 seeking to amend “remail” 
provisions in paragraph 4 of Article 40. In concert with the State 
Department, Postal Service officials worked diligently in the months leading 
up to Congress, as well as during Congress, to gain support for the U.S. 
position on these and other key policy issues. Prior to Congress, the Postal 
Service briefed and consulted postal and regulatory officials in other key 
UPU member countries in a number of bilateral, multilateral and regional 
meetings. These meetings included a conference of Caribbean postal 
managers in Miami hosted by the Postal Service; the Caribbean Postal 
Union Conference (CPU) held May 31-June 4 in Jamaica; the Postal Union 
of the Americas, Spain and Portugal (PUASP) Consultative and Executive 
Council Meeting held June 14-18; and a Beijing Congress Preparatory 
Conference hosted by the Postal Service in Potomac, Maryland, on July 14- 
1 5, which brought together postal operators and regulators from a number of 
influential UPU member countries to discuss significant policy issues. 
Subsequent to the meeting in Miami, five Caribbean UPU member countries 
decided to co-author selected U.S. proposals of a technical nature, which 
broadened the base of support for these proposals. 

As a result of an intensive two-month policy review process, in mid-May, the 
U.S. government adopted a position to amend the ABC remail provisions of 
Article 40 (paragraph 4). With only one month remaining before the June 22 
deadline to submit proposals to the Congress with the requisite support of 
eight other countries, the Postal Service contacted nearly 60 key countries 
to seek support for the U.S. proposal. One week prior to the deadline, the 
U.S. had only received formal support from three countries, despite 
numerous follow-ups on attempts to gain more support. The Postal Service 
succeeded in garnering the necessary number of countries in time to meet 
the deadline by conducting a number of informal meetings with a large 
number of member countries in the regional PUASP meeting held in Mexico. 
Going into Congress, the U.S. had 16 countries expressing formal support, 
while 12 countries confirmed non-support. Despite further attempts to brief 
other countries and seek support of the proposal during Congress, the 
amendment fell by a vote of 36 for, 62 against, and 31 abstentions. Perhaps 
this result was a reflection of the relatively low priority given to this U.S. 
proposal compared with the other key U.S. delegation priorities at Congress 
(i.e., proposal 033 on UPU reform, the Dutch Consultative Status proposal, 
and the lECC observer status issue). 
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During the Congress, the Postal Service worked in concert with the State 
Department on developing talking points on U.S. reform proposals. A series 
of talking points and position papers were given to each member of the U.S. 
delegation primarily on three key issues: 1) U.S. proposal 033 calling for a 
study on reforming the UPU; 2) the Dutch Consuitative Status proposals that 
would open the UPU further to private sector participation; and 3) lECC 
observer status at meetings of Congress. The State Department and the 
Postal Service worked together to develop and implement a comprehensive 
pian to seek support from other countries, giving specific country 
assignments to key Postal Service personnel. The Postal Service arranged 
for the Head of Delegation to give a presentation of the U.S. position on 
reform to the 26 members of the PUASP regional union at the Conference 
held during the Congress. The Postal Service also identified the key 
countries for the Head of Delegation to contact personally as these countries 
usually influenced the voting block positions of several regions. 

As part of its preparations for Congress, the Postal Service developed 
position papers and talking points for all U.S. proposals to Congress, as well 
as position papers for all 507 proposals put forward to Congress. 

(g) How do you see the modernization efforts of some foreign postal 

administrations, such as Deutsche Post or the Dutch TNT, impacting U.S. 
postal operations and rates? 

These Posts have clearly adopted more aggressive entrepreneurial and 
commercial strategies on regional and global levels, enabling them to adapt 
their services and prices to market conditions more effectively than other 
more heavily regulated postal administrations. 

The U.S. market itself has become an increasingly attractive target for the 
commercialized Posts since the Postal Service ceased to apply the Private 
Express Statutes to outbound international mail more than a decade ago. 
These Posts are pursuing acquisitions and alliances in the U.S as part of a 
global strategy to gain customers and market share and to push larger 
volumes of traffic through regional and global networks. 

As a result of the entry of more and more players in the U.S. outbound 
international mail market, the Postal Service has experienced declining 
international volumes and revenues over the past few years, adding 
increased pressure on costs and prices. However, we are reorganizing our 
international activity to control costs, counter these trends, and to improve 
international service offerings. 

60. Questions have been raised as to how effectively the Postal Service 
enforces customs regulations. 
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(a) Please describe how you ensure that all imported mail products, including 
letters and packages, comply with U.S. Customs requirements, including the 
payment of duties and other fees. 

The Postal Service is responsible for presenting all classes of mail from all 
foreign destinations for U.S. Customs inspection at locations designated by 
U.S. Customs. If any mail item is assessed duty by U.S. Customs, the 
Postal Service has the responsibility to collect the duty and associated 
fee{s) from the addressee. 

(b) Please estimate your accuracy in collecting and remitting all appropriate 
dues and fees on all imported mail products, including letters and packages, 
to the U.S. Customs Service. 

All duty and associated fee(s) are collected directly from the addressee 
using the existing accounting practices of the Postal Service. The collection 
of assessed duties and associated fee(s) are done prior to release of the 
item to the addressee. 

61 . On June 30 the Postal Rate Commission issued its initial report to Congress 
on the costs, revenues, and volumes of international mail handled by the 
United States Postal Service. The report analyzes fiscal year 1998 
information. The Commission found that the data provided by the Postal 
Service are generally reliable. 

The PRC reported that all international mail combined generated revenues 
equal to 1 12.9 percent of its attributable costs. In contrast, all domestic and 
international mail combined generated revenues equal to 158.3 percent of 
its attributable costs. Competitors of the Postal Service have argued that 
International mail rates are cross-subsidized by domestic revenues. It 
appears to some that a 1 12.9 percent cost coverage is unjustifiably low 
when compared to the system-wide average of 1 58.3 percent. 

(a) Does the 112.9 percent overall cost coverage for international mail demonstrate 
that there is no cross-subsidy of international rates by domestic ratepayers? 

Yes. 

(b) Does the Postal Service consider any cost coverage greater than 100%, 
even a cost coverage of 101%, for international products and sen/ices, as a 
whole, to be sufficient to prove no cross-subsidy? 

Yes. 
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(c) How does the Postal Sen/ice Justify such a low overall cost coverage for 
international products and service relative to the system-wide average cost 
coverage given the fact that over 80% of international mail is non-competitive? 

All international mail is subject to competition. This competition traditionally 
has produced more competitive pricing and lower cost coverages. Also, the 
cost coverage for outbound services was 130.6 percent, which is the more 
relevant comparison. First, inbound cost coverage results in part from factors 
that are beyond the control of the Postal Service, Second, overall 
international cost coverage reflects costs that are incremental to international, 
but are not a consequence of providing any specific international product. 

There is no analogous cost category for domestic mail services. 

62. The PRC’s Report to Congress on International Mail reveals that Global Priority 
Mail has a cost coverage of much less than 100% for FY 1998. According to the 
report, the Postal Service believes the contribution to institutional costs will improve 
because of expected reductions in advertising expense that accounted for the lion’s 
share of product specific cost in FY 1998 and because of the 14 percent average 
rate increase that was effective in December 1998. 

The Subcommittee is curious as to why the Postal Service would spend so 
lavishly on advertising a product with a relatively small volume. A significant 
proportion of the cost per piece for GPM was for advertising. In fact, over forty 
percent of your GPM cost was for advertising. In contrast only 1 % of Domestic 
Priority Mail cost was for advertising. Granted, advertising a product is intended 
to increase volume and revenue but the advertising expense for this product 
seems absolutely inappropriate. 

(a) Is Global Priority Mail now covering its cost? 

Yes. As indicated in the question, advertising expenses were a significant part of 
the attributable costs of Global Priority Mail in FY 1998. We felt this advertising 
was necessary to publicize and launch this product. Expansion of the GPM’s 
acceptance points and destination’s price increases, and a reduced need for 
advertising, has resulted in profitable operations in FY 1999 and FY 2000, 

(b) Did the Postal Service conduct market research that indicated that market 
response to Global Priority Mail would be sufficient to justify such a large 
advertising budget? 

No market research was done regarding the particular advertising expense 
in FY 1998. Given the subsequent volume and revenue growth, however, it 
would appear that the GPM advertising program has been successful. 

(c) If so, has that market research been reviewed, since it appears that it may 
have been flawed? 
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See the response to Question 62(b). 

(d) Does the Service attribute the cost of its direct mail advertising of its 

products and services to those products and services? Please provide the 
FY 1998 and FY 1999 cost of such advertising by product and service 
including costs for direct mail advertising for Global Priority Mail, 

The Postal Service attributes advertising costs that are identifiable to 
specific products to those products. We do not separately identify direct 
mail advertising from other media. 

63. Global Priority Mail service is limited to only nineteen countries and, unlike 
Domestic Priority Mail which can be mailed up to 70 pounds, is limited to 
items less than 4 pounds. 

(a) Was the fact that GPM is a limited product offering factored into the 

projections of the market response to advertising? If the Postal Service did 
not conduct such market research, who decided that the Postal Service 
should spend so much on advertising Global Priority Mail? 

Advertising is part of the process of launching any product. While GPM is still 
a relatively new product (begun in March 1996), it has experienced financial 
success and now more than covers its cost. GPM service has been 
expanded to 22 additional markets bringing the current total to 41 countries. 

64. The PRC’s Report to Congress on International Mail reveals that Global Package 
Link (GPL), another competitive international product, had a cost coverage of 
significantly less than 100%. In its defense, the Postal Service claims that this is 
a result of an economic slowdown overseas. In addition, the Postal Service 
believes it has corrected the situation by recently increasing GPL rates by 9 
percent and will implement some unspecified cost reductions. But a review of the 
history of this product might indicate why revenues failed to cover cost, at least in 
FY1998. This product which was originally called International Package 
Consignment Sen/ice was implemented December 22, 1994, offered service only 
to Japan, required that the mailer be within 500 miles of the JFK facility in New 
York and tender a minimum of 25,000 pieces in one year to each country. 
Supposedly these requirements were set to keep the unit cost of the service low 
to justify the rates. But since that time the Service has progressively lowered 
these minimums and lessened the requirements in such a manner so as to 
increase the unit cost without concurrent rate increases. In addition, the 
Subcommittee has heard that perhaps some mailers were not even meeting the 
new lower piece minimums. As with Global Priority Mail, the Subcommittee is 
concerned that management did not properly review the cost implications of its 
actions, in this case changing the mailing requirements. 
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(a) Is Global Package Link currently covering its cost? 

GPL did not cover its costs in FY 1998. Final data for FY 1999 are not yet 
available. 

(b) Does the Postal Service estimate the cost impacts of changing internationai 
mailing requirements before they are implemented? If not, why not? 

Yes. 

(c) Did the Postal Service analyze the cost implications of changing the mailing 
requirements for Global Package Link? 

Yes, the Postal Service analyzed the costs for both this organization and 
the mailer. 

(d) Did all GPL mailers meet minimum piece requirements? In the event the 
minimum piece requirements were not met how was the Postal Service 
made whole? liVas the mailer, for example, charged the full rates for the 
equivalent service for their GPL pieces that year? 

No. Section 622.1 1 of the International Mail Manual (IMM) provides that a 
mailer’s failure to send 10,000 packages a year to all destination countries 
may result in the Postal Service terminating the right to mail packages as 
GPL. Pursuant to this section, the Postal Service works with mailers to 
determine their future mailing volumes and whether they will meet the 
minimum, As part of this review, several mailers have stopped shipping 
internationally and have stopped using GPL, 

The Postal Sen/ice is currently reviewing the minimum requirements and is 
considering changes to the IMM. 

65. In March of 1999 the Postal Service reported that it formed an "alliance” with 
DFIL Worldwide Express. The Postal Service then launched Priority Mail 
Global Guaranteed -- a two-day ‘documents only' service to 19 countries in 
Western Europe available from 1 1 metropolitan areas. The vice president 
for Package Services claimed that "the link with DHL gives the Postal 
Service the flexibility it needs to keep pace with the demands and rapidly 
changing requirements of the international market." In addition, he noted 
that "by coupling with a world-class provider, the Postal Service gains 
immediate access to an infrastructure it needs to meet customer demand." 
On November 1 the Service expanded PMGG service to 46 originating 
markets and 65 destinating countries. 
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(a) What has been the market response to Priority Mail Global Guaranteed? 

What has the volume been since the service was introduced? Has the service 
met expectations? What percent of items were delivered on time? How many 
customers received a refund for not meeting the guaranteed delivery? 

Customer response to Priority Mail Global Guaranteed (PMGG) has been 
extremely positive and exceeded even the best of our expectations. In these 
first formative months, the shared USPS-DHL goal for PMGG has been to 
provide a service that achieves a high level of customer satisfaction. As such, 
internally tabulated raw numbers on delivery times and guarantees will not 
measure the success of this service since each case is different. On the whole 
though, on-time delivery scores have been very high and refunds few. Future 
customer satisfaction indexes will determine the future of this program. 

66. in a recent letter to the Chairman the Senior Vice President of Government 
Relations noted that through the expansion of PMGG service “the Postal 
Service is strengthening its international presence and better fulfilling its 
congressionally mandated mission of delivering written and printed materials 
throughout the world.” The Postal Service already has many service options 
for sending written and printed materials throughout the world. This includes 
Internal Airmail, Priority Airmail, Global Priority Mail and Express Mail as well 
as surface options for non-time sensitive written and printed material. The 
Subcommittee would like to understand why the Postal Service feels obliged 
to add another premium option at a high price of $23 to a limited set of 
countries, a service that is offered by many other U.S. service providers, 

(a) Has the Postal Service conducted any market research that indicates that there 
is a significant unfulfilted demand for a two-day guaranteed international product 
such as PMGG? If so, please summarize the results of the market research. 

The Postal Service believes that it must provide customers with reliable, 
credible, value-priced services in all legitimate venues and markets. Many 
Americans look to the Postal Service for safe, secure, and trusted 
communications and view us as the preferred delivery provider. 

The significant erosion of our international express mail service in recent 
years made it clear that we were not meeting the needs of our customers. 

Given this fact, we realized that we needed to move forward quickly to 
improve this service. PMGG was the result. 

(b) What are the financial goals for PMGG? Does the Postal Service anticipate that 
PMGG will increase net contribution to overhead and approximately by how much? 

The prices for PMGG are designed to cover the costs incurred both by DHL and the 
Postal Service, More specific financial goals will follow as we gain experience with 
PMGG and demonstrate that it is a reliable service that gains customer confidence. 
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(c) Was PMGG subjected to the 5.1 new product review process? Has PMGG 
revenues covered its startup costs yet? 

PMGG was subjected to the Strategic Alliance guidelines discussed in 
Questions 67 and 69. These guidelines incorporate some elements of the 
CustomerPerfect! review process. 

Since PMGG was implemented less than a year ago, it has not yet recovered 
all of its investment costs, PMGG is priced to cover its operating costs and 
recover investment costs over time. 

67. According to Postal Service guidelines a “business alliance” is a cooperative 
agreement between the Postal Service and a private entity to share property 
and/or personnel in the development and/or marketing of a joint product. 

(a) What is the true nature of the “alliance'' with DHL? Specifically, does the 
Postal Service pay DHL for the delivery of items on a per-item and/ora per 
pound basis? Does the alliance share revenue from the product sales 
based on an agreed upon formula? 

The Postal Service's relationship with DHL Worldwide Express, Inc., is a 
strategic alliance entered into pursuant to the Postal Service's Strategic Alliance 
Guidelines, a copy of which is provided in response to Question 69(a). 

Consistent with those Guidelines, prices are set for PMGG that are designed to 
cover the costs incurred both by DHL and the Postal Service, with revenues in 
excess of costs being shared by the parties. 

(b) How do you respond to competitor accusations that the Postal Service/DHL 
alliance represents a form of collusion by postal monopolies since the 
German Post (DPDG) has an equity interest in DHL? 

It is common knowledge that Deutsche Post has a 25 percent stake in DHL 
International. The Postal Service has entered into an alliance with DHL 
Worldwide Express, Inc,, an entirely separate entity. We believe that DHL 
International owns a minority stake in DHL Worldwide Express, but that 
relationship is unclear because DHL is a privately held company. 

It is possible, therefore, that Deutsche Post could benefit in some small way 
by this alliance; however, that certainly does not constitute collusion 
between the Postal Service and Deutsche Post, 

For example, United Parcel Service owns a stake in Tumbleweed Communications, 
which helps the Postal Service and other organizations conduct secure online 
communications. UPS may benefit indirectly from Tumbleweed's relationship with 
the Postal Service, but that does not constitute collusion. 
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68. Competitors have claimed that the Postal Service’s alliance with DHL 
underscores the need for tighter controls on Postal Service forays into 
private-sector competition and the handling of its profits from the monopoly. 

(a) How do you respond to these charges? 

We do not agree with these claims. If private sector competitors have such 
concerns, however, they would do well to support H.R. 22, which seeks to address 
the issue of fair competition in a comprehensive and constructive way. 

69. The Vice President for Package Services has been quoted as saying, “the 
future in the international arena is a series of international alliances.” Some 
have argued that such alliances are laudable in that they will create 
competition among private operators and foreign postal administrations. 

Such alliances might indicate that the Postal Service is simply operating in a 
business-like manner in the interest of the American consumer. On the 
other hand, competitors of the Postal Service view such alliances as an 
anathema on the separation of government and private sector interests. 

(a) Does the Postal Service have criteria to judge whether business alliances 
are justified from financial, operational, service, and public policy reasons? 

Yes. A copy of the business alliance guidelines is attached (Attachment 7). 

(b) Where does the Postal Service "draw the line” between its status as a 
government agency and its interest in generating revenue when it comes to 
forming business alliances? 

The criteria in the business alliance guidelines direct the Postal Service in its 
decision-making on this issue. 

70. Since the establishment of the International Business Unit in June of 1995 
contribution to institutional cost from international mail has steadily declined 
from $360 million in FY 1996 to $273 million in FY 1997 to $185 million in 
FY 1998. This represents a 24% decline from FY 1996 to FY 1997 and a 
32% decline from FY 1997 to FY 1998. These declines are unprecedented 
in the area of international mail. The Postal Service had high revenue 
targets for its international business when the IBU was created. As a result 
it staffed up to realize these great expectations. As recently as June of 1998 
the PMG and Governor Dyhrkopp characterized the IBU as a “fledgling” 
business. Nonetheless, at the very least, one might expect the IBU could 
maintain the pre-IBU contribution to institutional cost. The Subcommittee 
would like to better understand the degree to which the Postal Service, 
admittedly in hindsight, may have overestimated the business potential for 
international services and, as a result misdirected its scarce resources to a 
declining business segment. 
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(a) To what do you attribute the dedine in contribution to institutional cost? 

These comparisons are misleading. The FT 1996 and FY 1997 contribution 
figures cited reflect USPS costing methodology. On the other hand, the FY 
1998 contribution figure is based on PRC costing methodology, which - all 
other things being equal - results in significantly more attributable costs and 
correspondingly less contribution than does USPS methodology. The FY 
1 998 USPS Cost and Revenue Analysis indicates only a 5 percent decline 
in contribution between FY 1997 and FY 1998. 

(bj To what extent is this dedine the result of (i) decreases in volume (ii) 

increases in attributable cost per piece (Hi) increases in the incremental cost 
per piece (iv) increases in the IBU-related incremental cost and (v) declines 
in revenue per piece? 

See the response to Question 70(a). 

(c) International mail volumes have declined each year since 1996. Why are 
international mail volumes still declining? What is the Postal Service doing 
to reverse this trend? 

Recent volume declines are likely the result of a number of factors including: 
economic slumps abroad and the diversion of mail to remailers, private 
competitors, and electronic alternatives. To reverse this trend, the Postal 
Sen/ice plans to become more efficient and price more competitively. 

(d) What was the contribution from International mail for FY 1999? 

That information will not be available until March 2000. We will provide it to 
the Subcommittee at that time. 

71 . It has been reported that the Postal Service plans to open new International 
Service Centers (ISCs) in Oakland, San Francisco, and Los Angeles in 
2000. The construction and outfitting of these new buildings in support of 
international mail service represents a significant investment by the Service 
in its international business. These plans are moving forward despite the 
decline in international volume. The director for the Postal Service's 
Strategic International Business Group for California is quoted as saying, 
“The new international processing plants provide California with the facilities 
and equipment needed to process international mail for the expanding 
global economy. They will enable the Postal Service to provide excellent 
service to our international customers while expanding our global business 
capacity.” 
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(a) What is the status of the International Service Centers program given 
declining international volumes? Isn’t further investment in this area like 
“building a bridge over a dry river?” 

The International Service Centers were built both to grow business and to 
improve service levels. These centers will both enhance and modernize our 
operations, and we still consider these investments sound business decisions. 

For more information, see the response to 72(a). 

72. The Office of the Inspector General has pointed out that the international revenue 
forecast used, in part, to justify the creation of the International Business Unit was 
inaccurate and that revenue goals were unrealistic. The comprehensive 
statement shows that $16 million is projected to be spent on the ISCs. 

(a) Are the costs of program still Justified? Has the Postal Service established 
baseline service to determine whether the ISCs improve service? Has 
implementation of the international Service Center program resulted in 
improved service performance? 

Yes, the cost is still justified because of the service improvements they 
provide to our customers. 

The Postal Service has established baseline service. Service performance 
is measured from deposit to delivery through the Unipost External 
Measurement system of UNEX (managed by the International Post 
Corporation, a consortium of 21 postal administrations). 

The Postal Service has service data back to 1997. In January 1997, the 
performance for letter mail sent by U.S. customers to foreign postal 
administrations stood at 43.7 percent on time for mail sorted by the New York 
ISC and 31.5 percent on time for Dallas. In January 1999, those results had 
improved to 66.2 percent and 70.7 percent, respectively. 

In September 1997, New York's outbound results stood at 65.2 percent 
and Dallas at 65.3 percent. In September 1999, New York had improved 
to 82,9 percent and Dallas to 84.2 percent. 

Service performance is better now for mail going through New York ISC and 
Dallas ISC than it has ever been. Continuous improvement is expected as 
the rest of the ISC network is implemented. 
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73. The Postal Rate Commission's Report to Congress on 1998 International 
Mail Volumes, Costs and Revenues shows expenses for the International 
Business Unit of $52 millions that cannot be attributed to any class, subclass 
or rate category of mail and is included in international mail incremental 
cost. The Subcommittee is interested in the nature of these overhead costs 
and to what extent they may have contributed to the recent poor financial 
performance of Internationa! mail. 

(a) How many Postal Career Executives were assigned solely to international mail 
in June of 1995 just prior to the estabtishment of the IBU? How many Postal 
Career Executives are currentty assigned to the international business unit? 

In June 1995, the Postal Service had one Vice President and six PCES managers 
assigned to international mail issues. 

As of December 1999, the Postai Service had one Vice President and 16 PCES 
managers in its International Business Unit. 

(b) How many Executive and Administrative Schedule employees were 
assigned solely to internationat mail in June of 1995 just prior to the 
establishment of the IBU? How many Executive and Administrative 
Schedule employees are assigned to the IBU? 

In June 1995, there were 53 EAS employees. In December 1999, the IBU 
had 84 EAS employees, including one PCES employee in an EAS position, 

(c) Please report the annual cost for international travel and expenses for each 
year from FY 1990 through and including FY 1 999. Please report the total 
cost of the office and facility space for the IBU for FY 1 995 through and 
including FY 1999. 


Fiscal Year 

Travel/Expenses 

Office/Facility Space 

1990 

not available 


1991 

$400,660 


1992 

$905,250 


1993 

$508,020 


1994 

$575,026 


1995 

$945,931 

$254,636 

1996 

$2,148,314 

$398,423 

1997 

$3,121,128 

$587,813 

1998 

$4,109,349 

$657,401 

1999 

$2,782,210 

$655,810 


Note: IBU travel constitutes less than half of the total for international travel. 
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74. It has been reported that the IBU has dropped the plan to create a “logistic 
service” for international customers but that the project, according to Postal 
officials, could be resumed. 

{a) What is the status of this project? How much has the iBU spent on 

developing this concept including salaries, benefits and travel expenses for 
managers and staff and total contractor supplies and service cost? 

An extensive analysis of the potential market for such services was 
performed with the support of a contractor. The total cost of this effort, 
which lasted approximately one year, was about $1,1 million in contracted 
services. The total salaries and benefits of the PCES manager and two 
EAS staff devoted to this project amounted to approximately $285,000. 

Travel expenses were about $15,000. 

This project was completed in August 1997. No action has been taken on 
the results of this study to date. 

75. In September 1998, the Office of the Inspector General (OIG) recommended that 
the Chief Financial Officer and Senior Vice President conduct a direct in-depth 
examination of the IBU to determine if the IBU is financially viable as a separate 
business unit, in response to the OIG recommendations, management argued 
that it was then too soon to evaluate whether the IBU should exist as a separate 
business unit. Management asserted that while generating increased revenue 
above the baseline was a goal of the IBU, there were a number of other 
premises on which the iBU was created. According to the Postal Service’s 
Revenue, Pieces and Weight report, Total International Mail pieces when 
compared to the same period last year declined, 6.3% in FY 1998, 4.7% in 
Quarter 1, in FY 1999, 9.4% in Quarter 2, FY 1999 and 1 percent in Quarters, 

FY 1999. 

(a) Does the Postal Service still believe that after over four years it is still too 
soon to evaluate the financial viability of the IBU? 

The Postal Service reviews the performance and roie of the international 
business unit annually and makes organizational changes as appropriate. 

The roie of the IBU has evolved over time; it is now a smaller organization 
than in past years, focused on the marketing aspects of growing 
international revenues and contribution. 

(b) Considering the volume trends and contribution to institutional cost, why is 
the Postal Service reluctant to face the fact that a thoughtful and objective 
evaluation of the performance of the IBU is called for? 

See the response to Question 75(a). 


96 



231 


76. in December of 1 998 the Office of the Inspector General (OIG) made three 
recommendations to Postal management in the area of international 
Services (FR-AR-99-004). 

(i) The OiG recommended that the Postal Service review sample designs to 
ensure that sample results yield sufficient data to produce reliable estimates 
of international mail. At that time management indicated that it had begun a 
review of all statistical systems underlying the measurement of international 
mail. The outcome was to be a list of specific design modifications with 
implementation of these design modifications this September, 

(a) Please provide the list of design modifications and whether these 
modifications have been implemented. Please indicate the degree to which 
these changes will increase the reliability of estimates of international mail. 

The design modifications include {1) increased use of mailing statement and 
other accounting/census data to enhance our estimates of revenues and 
volumes for outbound products; (2) use of weight controls by receptacle type 
to improve the precision of estimated inbound piece volumes in support of 
terminal dues settlement; and, (3) use of Electronic Data Interchange (EDI) 
data, exchanged between postal administrations, to improve the sample 
selection process for inbound mail. The first of these three design changes 
was partially implemented in FY 1999 and will be completed in FY 2000. 

The second and third design changes are currently being developed and will 
be implemented in FY 2000 and FY 2001. 

(ii) The OIG recommended that the Postal Service evaluate the cost 
effectiveness of replacing current manual sampling procedures with automated 
solutions. Management cited some examples of how automation had been 
applied to data collection in the past and cited three technological advances 
that hold promise in this area (i.e., scanning product identifiers, electronic file 
exchange between postal administrations and use of POS data). 

(b) Please describe how the Postal Service has used automated solutions to 
improve data collection since the issuance of the OIG’s recommendation. 

The scanning of mail type identifiers (i.e., letter trays, flat trays, bags) is 
being pursued aggressively in conjunction with a proposed change in the 
accounting of LC/AO v/eight exchanged between postal administrations. 

That proposed change would require the tracking and accounting of LC/AO 
weight by receptacle type. When implemented, this approach will greatly 
improve the estimates of inbound mail volume for terminal dues settlement 
purposes. The use of EDI information is also being pursued as an 
information source that would allow the automated selection of inbound mail 
receptacles for testing. We expect to see improvements related to these 
changes in FY 2000 and FY 2001. 
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(Hi) The OIG recommended that the Postal Service emphasize proper 
sampling execution in the field. The Postal Service responded favorably to 
the recommendation and described efforts that had been undertaken to 
update manuals and improve training and communications. In addition, the 
Postai Service discussed plans to develop and release in May of 1999 a 
new Data Collection Users Guide for International Systems. In addition the 
Postal Service discussed plans to improve communications with the field 
through letters and to conduct other meetings, conferences and training 
sessions throughout the year. 

(c) Has a new Data Collection Users Guide for International Systems been 
released? Please discuss your efforts since the release of the OIG report to 
improve training and communications in this area. 

The new data collection handbook for the International Statistical Systems 
was released in June 1999. Also, a training initiative is underway to develop 
a structured, on-the-job training process for data collectors who conduct 
tests in our international statistical programs. This program, called the 
Process Activated Training System (PATS), was introduced in conjunction 
with our domestic programs. We expect PATS to result in increased data 
collector proficiency in our International programs in FY 2000 and FY 2001. 

77. With regard to international mail the 1999 Comprehensive Statement stated: 
”1998 revenue fell in large part to three primary factors: 1) the adverse 
financial implications associated with the economic conditions in the Pacific 
Rim, 2) the entrance of foreign postal administrations into the North 
American market, and 3) the widespread use of the Internet and other forms 
of electronic diversion." 

(a) How much volume by mail category was lost as a result of each of these factors? 

The Postal Service has not quantified the separate effects of each of these 
factors on mail volume. It is clear that ISAL and GPL volumes were 
particularly affected by the Asian economic slump because a significant 
portion of the volumes for those products has always destinated in Asia. 

Single piece letter volume is vulnerable to electronic diversion, which is 
likely responsible for some of the decline in international letter mail. The 
decreases in letter volumes to Canada may be due in part to price increases 
for Canadian mail over the last decade. Finally, remailers have found 
niches in our price/cost structure where they can offer more competitive 
rates for certain types of mail. 

(b) Have these factors persisted through FY 1999 and to what degree? What 
strategies has the International Business Unit adopted to react to each of 
these factors? 
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These factors appear to have continued to have an influence in FY 1999. 

As noted in our answer to Question 70, the Postal Service is working to 
become more efficient, reduce costs, and structure and price our services 
more competitively. For example, we recently instituted significant price 
reductions in our iPA product and have seen a significant growth in volume. 

78. FedEx’s premium service, International Priority, grew at a higher-than-predicted 
rate of 12% during the first quarter ending August 1999. 

(a) How did the Postal Service’s equivalent product(s) perform in the same period? 

At this time, the Postal Service does not offer an equivalent service. 

79. The International Mail Manual (IMM) states that “Licensed wholesalers or 
consolidators of foreign postal administrations or direct competitors of the 
Postal Service domestically or internationally that provide expedited or 
parcel delivery services or air transportation services are not eligible to be 
Global Package Link wholesalers.” (IMM section 622.35). 

(a) Has the Postal Service fully enforced this eligibility requirement? 

Yes. 

(b) Has the Postal Service qualified any U.S. based international consolidator 
that is owned in whole or in part by a foreign postal administration? 

No. 

80. The International Mail Manual (IMM) states that the Prequalified Wholesaler 
Program of the United States Postal Service (USPS) “will establish 
relationships between the USPS and wholesalers of international mail so 
that the business of both parties is increased through worksharing and 
volume pricing.” (IMM section 631). 

(a) Please provide a technical definition of “volume pricing"? Are volume prices 
Justified based on lower than average unit cost resulting from economies of 
scale and/or scope or are discounts based solely on volume requirements? 

Volume pricing is defined as a discount on the published rates for existing 
services. Discounts are provided for pre-qualified wholesalers for both of 
the reasons listed in the question. Operators have lower unit costs and 
must meet certain volume requirements. 

(b) To date how many operators have been prequalified as wholesalers? 
Twenty-two operators have been prequalified. 
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(c) Please define the term “business” in IMM section 631? With regard to the 
Postal Service, does “business” mean contribution to overhead? If not, 
please explain what safeguards the Postal Service has in place to retain its 
contribution to overhead from international products and services. 

In IMM section 631, business means both revenue and total contribution. 

(d) Does the Postal Service have any mechanisms in place to evaluate the net 
impact of the wholesaler program on contribution to overhead? 

Yes. 

81 . On April 4, 1999, the Postal Service decreased rates for International 

Priority Airmail (IPA). In addition, the number of iPA acceptance points was 
expanded to any postal facility that accepts bulk mail. The Postal Service 
now offers some significant volume discounts to large IPA and ISAL 
customers. Postal rate reductions are not that common. In principle, rate 
reductions may be justified if postal costs decline significantly or the 
products and services have a price elasticity greater than one. At a time 
when the contribution to overhead from international products is on the 
decline, rate reductions seem to be ill advised unless there is clear evidence 
that they will generate compensatory increases in volume. 

(a) Were there significant reductions in IPA costs to justify rate reductions? 

Yes, IPA cost reductions were the principal justification for the price 
revisions that took effect on April 4, 1999. 

(b) If so, were the rates adjusted in such a manner as to be “contribution 
neutral”, that is, was the price reduction based solely on a measured cost 
reduction? 

Rates were adjusted to take account of the cost reductions with the 
expectation that total revenue and total contribution would increase. Unit 
contribution is expected to decline. 

(c) If not, does the Postal Service have firm evidence that the price elasticity of 
this product is greater than one? 

Yes, the Postal Service does have evidence that the price elasticity of IPA is 
greater than one. The measure of IPA price elasticity has been tracked for 
several years. The most recent calculation is 1 .237. 

(d) If these price reductions were neither cost-based or based on a measured 
(or assumed) IPA price elasticity greater than one, why did the Postal 
Service reduce these rates? 
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See the response to Question 81(c) above. 

(e) Has the market responded as expected to the price reduction? How have 
volumes increased for each of the IPA rate groups and volume discount 
qualified customers since rates were reduced? 

The market response to the IPA price reduction has been quite positive. Overall, 
piece volumes have increased 42 percent, weight has grown 82 percent, and 
revenues have risen almost 10 percent. All statistics are on a cumulative SPLY 
basis since Accounting Period 8, FY 1999. Before and after rate group 
comparisons are not possible because the number of rate groups and country 
assignment by rate groups were revised effective April 4, 1999. 

82. in its report “USPS Management of Personal Services Contracts” (March 29, 
1999) the Office of the Inspector General reported that a personal services 
contract (102590-95-F-2406)to provide “professional expertise, leadership, 
and coordination in International Packaging Consignment Service” has 
increased from $82,400 to $352,226, a 327% increase, as of July, 7 1997. 

(a) How many individuals were paid under this contract? How much did each 
individual earn in each year of the contract? Please provide the total travel, 
lodging and meal expenses paid to these individuals. Please describe the 
duties and responsibilities of these individuals. What unique knowledge, 
skills and abilities did these individuals have that were not otherwise 
available to the Postal Seivice. Is this personal service contract still active? 

Only one person was paid under this contract. This individual was paid a total of 
$306,360, not $352,226. These payments covered a period from June 1995 to 
December 1997. From June 1995 through December 1995, payments of $34,271 
were made. From January 1996 through December 1996, payments of $127,484 
were made. From January 1997 through December 1997, payments of $144,605 
were made. These payments include reimbursement for travel and other 
expenses. The total travel, lodging, and other expenses totaled $111 ,762. 

This individual’s duties involved discussing and finalizing international 
business opportunities with foreign postal administrations. The consultant 
has extensive experience in international relations and international business 
projects, skills that were critical in planning and coordinating partnership 
agreements with foreign postal administrations. His detailed knowledge of 
and experience with Postal Service products and services that IBU was 
proposing to implement in foreign countries, coupled with his ability to 
determine whether potential partners had the infrastructure necessary to 
support the IBU’s proposed partnership activities, made him very valuable to 
the IBU initiatives. The consultant also understood the business culture of 
the countries the IBU was working with and spoke the appropriate languages. 
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This personal service contract is no longer active. The contract was closed 
when it expired in December 1997. 

83. Concern has been raised regarding its use of government radio spectrum. 
Proposals in the House Commerce Committee show particular concern and 
interest in the issue. 

(a) Please describe how the Postal Service makes use of the government 

spectrum and whether and to what extent it is used to support the marketing, 
processing or delivery of non-monopoly postal products, such as parcel post. 

The government radio spectrum is critical to the effectiveness of the Postal 
Service and the safety of its employees. We use our nearly 3,000 radio 
frequency assignments on a daily basis. Virtually every processing plant, bulk 
mail center, air mail center, vehicle maintenance facility, and large post office 
has numerous frequencies that support important functions like processing, 
delivery, and maintenance. 

The spectrum plays a key role in supporting the processing and delivery of 
non-monopoly products and sevices. Two-way radio systems are used to 
communicate, monitor, and manage the maintenance of Postal Sevice 
facilities in order to keep them operating in a safe and productive manner. 

The continual maintenance of sorting and mail processing equipment 
necessitates the need for communications to keep them operating at peak 
efficiency and limit downtime. Two-way radio communications are essential 
in assuring that the technicians are protected from harm while working on 
these large and cumbersome pieces of sophisticated equipment. 

Government spectrum is extensively used in the delivery and transportation 
of non-monopoly postal products each day. Two-way radio equipment is 
employed in yard operations to help guide trucks to their proper bays within 
and around the facilities and to expedite unloading and loading of mail. 
Two-way radio systems also help direct support staff to the proper bays so 
they can load and unload mail for processing and transportation. This helps 
minimize idle time, fuel usage, and exhaust emissions by managing the flow 
of trucks in and out of a postal facility in an organized and efficient manner. 

Two-way radios are also critical to the transportation of mail. Drivers 
communicate their position and status with two-way radio systems and 
advise on their anticipated arrival times so that facilities can plan to support 
the arrival of mail in the most efficient and expeditious manner. The drivers 
also use two-way radio systems to inform managers of mechanical 
malfunctions with their vehicles or any safety and health issues. 
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Two-way radio systems also support vehicle maintenance. Vehicle 
maintenance maintains communications with tow trucks and other vehicle 
maintenance elements to assure that any mechanical problems with the 
transportation system are remedied in the shortest time possible. The 
communications assure that the safety of personnel and the timely collection 
of the product are maintained. 

The Postal Inspection Service uses more than 44 percent of the total radio 
frequencies. These frequencies are used on a daily and nationwide basis 
and are criticai to protecting the safety of postal employees and ensuring the 
sanctity of the mail. They are the primary communications method for 
surveillance, license checks, hostage and assault situations, and undercover 
investigations into mail fraud, child pornography, theft, illegal drug trade, and 
other criminal activity. Inspection Service radio communications include 
two-way radios, body wires, and transmitters for tracking mail. 

The Postal Service does not use the government spectrum for marketing 
purposes. 

84. Proponents of this proposal argue that use of government spectrum gives 
the Postal Service an unfair advantage. 

(a) How do you respond to this argument? 

The Postal Service does not believe that its membership in the federal 
government's spectrum system and its participation in the Interdepartmental 
Radio Advisory Committee (IRAC) give it a competitive advantage. The 
following facts support our belief. 

First, the Postal Service does not and cannot leverage its position on IRAC to 
benefit its competitive services. The National Telecommunications and 
Information Administration (NTIA) is responsible for assigning radio frequencies 
only for government use, not for commercial activities. By its very charter, the 
NTIA and IRAC would have no jurisdiction over the commercial use of radio 
frequencies used by any commercial carrier. In addition, the IRAC is an advisory 
board, not a governing body. The NTIA alone has decision-making authority. 

Second, the Postal Service does not have easy access to frequency space 
within the government spectrum. The Postal Service must compete for 
spectrum space with a host of other federal agencies, including the Department 
of Defense. In addition, federal entities are often asked to share frequency 
assignments. Because the government spectrum is so crowded with users, the 
NTIA has mandated that all federal agencies narrow band their radio systems in 
the next few years to free up additional spectrum for the future. 


103 



238 


Third, the NTIA is generally slower to grant licenses than the Federal 
Communications Commission (FCC). The NTIA takes as much as six to eight 
weeks to grant spectrum assignments. The FCC generally takes about three to 
four weeks to approve frequency requests of the same nature. In addition, the 
Postal Service is asked on virtually a daily basis to examine ail new and modified 
government spectrum requests from other federal agencies to assure that these 
requests do not introduce harmful interference to current Postal Service 
assignments. This process involves substantial time and coordination with the 
other federal agencies. Commercial users, on the other hand, are not asked to 
safeguard frequency assignments for possible harmful interference from either 
new or potential users. The FCC performs this task for them. 

Fourth, contrary to the claims of some competitors, the Postal Service does 
not obtain its licenses for free. As outlined in Public Law 1 04-1 34 of April 26, 
1996, the Postal Service pays the NTIA for spectrum management, analysis, 
operations, and related services. According to a report prepared by the 
Congressional Research Service, it would be impossible to compare in any 
meaningful way the fees collected by the FCC to those collected by the NTIA 
because of the different rules and regulations governing FCC licenses and 
NTIA assignments. 

85. Efforts are underway to keep the Postal Service away from the Internet to 
purportedly protect technology companies. Specifically, Representative 
Christopher Cox (R-California) has proposed to block the Postal Service 
from taking control of the .us domain. Various groups have endorsed this 
position claiming that private companies should oversee the management of 
.us addresses. In response, the Postal Service claims it is unfair to restrict 
the Postal Service from control of .us domain but indicated that it is not 
currently intending to seek control of the .us domain. Critics warn that the 
Postal Service does not have the expertise to run a top-level domain, 

(a) What are the Postal Service’s current plans with respect to the .us domain? 

If the Postal Sen/ice intends to pursue a business strategy that involves .us 
domain, please indicate how that business strategy relates to its core 
mission. How do you respond to accusations that involvement by the Postal 
Service in managing the .us domain is inappropriate from a public policy 
standpoint? 

In the summer of 1998, the Department of Commerce asked for public 
comments on the enhancement of the .us domain space. Postal Service 
staff at Headquarters responded with its thoughts and ideas on August 1 7, 

1998. The response was basically a placeholder with Commerce while our 
senior management examined the issue more thoroughly. The Postal 
Service’s Management Committee later concluded that it had no interest in 
administering an Internet domain and decided not to pursue the effort. 
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86. The Postal Service intends to be involved in E-Commerce. Critics have 
questioned whether and to what extent the Postal Service should be 
engaged in Internet related products and services. 

(a) Please discuss how E-Commerce Ms into the basic function of the Postal 
Service - to provide postal services to bind the Nation together through the 
personal, educational, literary, and business correspondence of the people, 
and provide prompt, reliable, and efficient services to patrons in all areas 
and shall render postal services to all communities? 

Over the past two centuries, the Postal Service has introduced a variety of 
innovations and service features that have boosted the effectiveness and 
relevance of the mail. 

New options and services like adhesive postage stamps (1847), registered 
mail (1855), money orders (1864), international parcel post (1887), parcel post 
(1913), insurance (1913), collect on delivery (1913), airmail (1918), metered 
postage (1920), international airmail (1927), business reply mail (1928), 
certified mail (1955), Priority Mail (1968), Express Mail (1970), MAILGRAMs 
(1970), International Priority Airmail (1986), and delivery confirmation (1999) 
have made the mail a more effective communications tool for the American 
people. Bulk mail, presort, automation, and other worksharing discounts have 
also enhanced the value and targetabiiity of the mail for business customers. 
Without these innovations, the mail’s power and relevance to consumers, 
companies, and nonprofit organizations would be a shadow of what it is today. 

Now, the rise of a new age of electronic interconnectivity presents new 
opportunities for the Postal Service to enhance the strength, convenience, 
and relevance of the mail. Our public Internet web site, for example, allows 
customers to buy stamps, find ZIP Codes, calculate rates, track packages, 
and obtain key information on the Postal Service and its range of services. 

PC Postage^, launched in August 1999, gives customers a convenient new 
way to pay for their mailings, A service the Postal Service plans to offer — 
the electronic postmark — would bring the security and integrity of a physical, 
government-sanctioned postmark to the realm of virtual messaging. 

The Internet is changing how the nation shops and how businesses and 
government agencies operate and interact with the American people. The 
Postal Service owes its customers the most modern, convenient, and effective 
services it can provide. By extending the attributes of physical mail to the 
virtual world, we will ensure that the only medium that touches every American, 
every day will continue to fuel the nation’s commerce and bind our nation 
together. 
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(b) Under what specific power does the Postal Service believe it is authorized to 
enter E-Commerce business? 

We believe that it is appropriate for the Postal Service to engage in activities 
related to electronic commerce under the broad authority furnished by 
sections 403(a) and (b) and 404(a) of title 39. Those provisions direct the 
Postal Service to maintain a universal postal service and provide such other 
incidental services as it finds appropriate to its functions and in the public 
interest. In our view, electronic commerce activities are also appropriate 
under section 401(10) of title 39, which affords the Postal Service the 
incidental, necessary, and appropriate powers it needs to carry on its 
functions and exercise its specific powers. 

(c) Please discuss, even if in general terms, what types of products and 
services the Postal Service will offer as part of its E-Commerce business? 

The Postal Service is offering or planning to offer the following services as 
part of its eCommerce business; 

• PC Postage; 

• online stamp purchases; 

• Digital Certificate; 

• Merchandise Return; 

• Electronic Postmark; 

• PosteCS; 

• Shipping Online; 

• Mailing Online; 

• hardcopy delivery of electronic messages. 

(d) Please discuss the nature and scope of business alliances that the Postal Service 
will form in support of its E-Commerce business? 

As we explore possible eCommerce opportunities, we plan to take full 
advantage of the best technology, current or emerging, in the marketplace. 

We will not discount any business alliance that brings to the marketplace a 
technological solution that best serves the American public. 

(e) Last year the Postal Service assured the Subcommittee that it would not be 
distracted from its core mission by venturing into electronic forms of 
communication. Does management intend to fill the position of Vice 
President of Core Business Marketing following the re-assignment of the 
incumbent to the position of Vice President of E-Commerce? 

Yes. 
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(f) Please describe how the Postal Service intends to provide E-Payment 
service? What additional duties, responsibilities, staff and resources will the 
Treasurer take on now that he has the dual title ‘Treasurer and Vice 
President of e-Payments?” 

Stephen Kearney’s title is Vice President, Treasurer and ePayments. In addition 
to his duties as Treasurer, he is responsible for exploring the electronic 
commerce market for potential opportunities by focusing on the unique value the 
Postal Service can bring based on interest from potential business partners and 
customers. Within Corporate Treasury, three managers and seven staffers lead 
this effort. 

Corporate Treasury’s electronic commerce focus will include the following areas: 
Post Electronic Courier Service fPosteCSt 

PosteCS is a joint effort between the International Postal Corporation (iPC) 
and the postal administrations of the United States, Canada and France. It is 
an Internet-based offering that securely delivers important documents using 
the USPS Electronic Postmark (EPM). Notification of document delivery is 
made via email for the recipients to pick up their electronic document at a 
secure Web site. Tumbleweed Communications currently provides the 
document delivery technology, which is integrated with the EPM. 

Electronic Bill Presentment and Payment fEBPP’l 

EBPP is a new remittance channel that allows companies to deliver bills and 
receive payments over the Internet. Companies reduce bill preparation and 
mailing costs, check-processing costs, and float. Billers can either build an 
in-house system and bill customers directly or allow a consolidator to 
develop and run the systems. We are exploring our role in this arena, 

(g) Please discuss, even if in genera! terms, how, if at all, the Postal Service 
intends to link physical addresses with e-mail addressees. 

The Postal Service would create an electronic address that corresponds to 
each physical address. The link between electronic and physical address 
would augment our existing services and help bridge the digital divide by 
allowing the Postal Service to receive, print, and deliver electronic messages 
to those Americans without e-mail. 

The electronic and physical addresses would be maintained in separate, 
secure databases. We would create a link between these databases with a 
unique and proprietary data structure that is designed to preserve the security 
of the information and provide appropriate consumer privacy protection. 
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87. There has been much controversy over whether the Postal Service should be 
allowed to offer “nonpostal" products. As reported by the GAO there is no 
statutory definition of a postal product. However, the courts and administrative 
decisions have held that products are considered to be postal if they involve an 
aspect of the posting, handling, or delivery of mail. H.R. 22 will clear up this 
confusion, but until then we have to live with the current working definition. As 
reported by the GAO, the Postal Service lost over $85 million on 19 new 
products from 1995 through 1997. These were nonpostal and international 
products and services that are not subject to PRC review. The GAO also 
reported that the Postal Service developed and subjected all new products to 
something called the CustomerPerfect! New Product Development Process 
since June of 1996. 

(a) Are the Postal Service's E-Business products and service being subjected to 
this process? 

The principles of the CustomerPerfect! New Product Development Process 
will guide the development of our eCommerce initiatives. 

(b) Will part of this process include a legal determination as to whether the 
proposed product is “nonpostal” or “postal”? 

Every new product or service is evaluated to determine whether it is subject 
to the ratemaking and classification procedures of chapter 36 of title 39. 

In many cases, the Postal Service determines that the new product should 
be subject to that process and proceeds with an administrative filing at the 
Postal Rate Commission. In some instances, however, it is determined that 
the new product may be tested directly in the marketplace. 

(c) Will the Postal Service make a request that the Postal Rate Commission 
submit a recommended decision on changes to the mail classification schedule 
(Title 39, Chapter 36, Section 3623) for these new products and services? 

In every instance where it is determined that a new eCommerce service is 
subject to statutory ratemaking and classification procedures, the Postal Service 
will act accordingly. 

88. In the early 1990s the Postal Service had great plans to enter the “E-Commerce” 
sector. The Postal Service went so far as to create a separate organization with 
a number of executive managers and support staff and spent a considerable 
amount of resources on product development. The GAO reported that "Electronic 
Commerce Services” did not generate any revenue and lost $20.3 million since 
its inception in 1993, 
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(a ) Did that organization successfully deploy any new product or service ? Did that 
organization generate any contribution to the overhead of the Postal Service? 

In 1 993, the Postal Service began to explore opportunities to provide 
electronic communications with the primary goal of leveraging its unique 
status as a trusted third provider of secure services. A group within the 
Marketing Department was established to execute this function. The group 
consisted of several postal managers and staff members and was augmented 
with contracted technical support to assist with the development of software 
for the Certificate Authority. The Certificate Authority was designed to provide 
security and privacy for electronic correspondence and transactions 
transmitted electronically. With the development of the Certificate Authority, 
the Postal Service would provide a system that administers and maintains 
digital signatures that are used to “sign" electronic communications. 

With the rapid changes in technology during this time, however, it became 
increasingly difficult for the Postal Service to maintain the strategy of trying 
to develop this software in-house. Instead, the decision was made to take 
advantage of existing technology. At this point, a significant investment had 
already been made in research and development of the Certificate Authority. 

The lessons learned from our experiences are proving to be very valuable in 
the rapidly changing electronic commerce environment, where time is of the 
essence. We are now using the Certificate Authority for PC Postage services 
and it also will be used for future e-Commerce initiatives. To date, the Postal 
Service has issued over 200,000 certificates for PC Postage customers, 

in conjunction with the International Post Corporation (I PC) and the postal 
administrations of Canada (Canada Post) and France (La Poste), we have 
developed the Post Electronic Courier Service (PosteCS). PosteCS is an 
Internet-based offering that securely delivers important documents and 
offers USPS Electronic Postmark (EPM) service. This service was 
developed for business customers who are ready to use the Internet to 
securely transmit documents. PosteCS is designed to support global 
electronic communications and provide end-to-end security, confidentiality, 
and integrity for electronic communications. PosteCS provides customers 
with the ability to time/date stamp their messages and have the transaction 
signed with a digital signature. Additionally, recipients are able to verify the 
integrity of the document. 

(b) Has the Postal Sen/ice conducted any studies to draw out any lessons 
learned from that experience? If so, please discuss the findings. Are the 
lessons from that experience being applied to the Postal Service’s recent 
efforts to develop E-Commerce? 
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The organization did create the Business Evaluation group to provide 
oversight to the New Product Development efforts, evaluate business and 
financial performance, and validate Business Case assumptions. In the 
mid-1990s, the Postal Service was well ahead of most organizations in 
determining its role in eCommerce. We have learned that considering 
partnerships and alliances as an alternative to developing solutions in-house 
may, in some cases, be the best course of action for the Postal Service. 

(c) What became of the managers and staff who were hired from outside the 
Postal Service to develop “E-Commerce" products and services? Are 
some or ail of those individuals involved in developing the Postal Sen/ice’s 
“E-Commerce"? 

Three of the four managers and staff remain with the Postal Service; two are 
currently working within the eCommerce Group. The other manager left to 
head security at the New York Federal Reserve Branch. 

89. At the oversight hearing last year the Chairman questioned the need for the 
rate increase given the huge surpluses run up by the Postal Service. In 
response the Postmaster General said that at the time the rate increase was 
proposed the Service had planned a “pretty significant” capital infrastructure 
spending program. The PMG said that the capital spending program was 
necessary to modernize the Postal Service. The PMG noted that most of 
the surplus in FY 1998 was the result of not meeting those capital 
expenditure plans and said that rather than spend the money he “let it hit the 
bottom line." He admitted that the plan was too ambitious. 

(a) In light of the PMG's previous testimony, is the Postal Service catching up to 
its planned spending on capital improvements? 

Since 1995, the Postal Service has taken an aggressive approach in the 
Capital Investment Plan, This plan provides for new technologies and 
investments that improve service, upgrade our infrastructure, and enable us 
to maintain affordable prices. 

, In FY 1994, our capital commitments were $1 ,6 billion dollars. With the new 
approach, the Postal Service committed $2.3 billion dollars in FY 1995, an 
increase of more than 40 percent. Since Fiscal Year 1995, our capital 
commitments have exceeded $3 billion dollars annually, with Fiscal Years 
1998 and 1999 approaching the $4 billion dollar level. Our goal for FY 2000 
is again to exceed the $3 billion dollar level. 

(b) Has the Postal Service taken any action to improve capital and program 
evaluation? Has the Postal Service taken any action to improve the annual 
budgeting process for capital programs? 
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Yes, we are continuously improving how we plan for and implement our 
capital investments. 

The traditional Capital Investment Plan is a five-year investment cycle. The 
first year represents the budget year, with the remaining four years targeted 
for planning purposes, in FY 1999 and 2000, we asked the Board of 
Governors to approve a one-year capital plan since this provides the 
organization with the flexibility to adapt to a changing business environment. 

In the last few years, we have integrated our financing, capital, and expense plans 
into a CustomerPerfect! process that closely mirrors the Baldrige criteria. 

Our performance in FY 1999 in capital commitments was only 4.5 percent under 
plan, while it was nearly 30 percent under plan in FY 1998. This performance 
improvement is the result of our continuing efforts. 

(c) Will the next omnibus rate filing revenue requirement include improved 
estimates of capital spending? 

Yes, any revised estimates of capital spending plans will be incorporated in 
the rate case development. 

90. Some mailer groups are concerned that the Postal Service net capital 
investment as a percentage of operating revenues has dropped in recent 
years from a high in 1992 of 3.7% to a low of 1.2% in 1995. In 1998 the 
percentage stood at 2.5%. It has been recommended that net capital 
investment be increased to 3.7% as a percentage of total operating revenue 
as it was in 1992. 

(a) How do you respond to these concerns? Do you agree that these figures 
are useful indicators as to the appropriate levels of capital investment given 
current and future operating requirements? 

According to our records, the level of capital investment as a percentage of 
net operating revenue differs from the data cited in the question. In FY 1992, 
the level stood at 4.12 percent, not 3.7 percent. While commitments as a 
percentage of revenue did drop between 1992 to 1995, the percentage was 
6.09 percent in FY 1999, an increase of more than two percentage points. 

In any event, we prefer to use a different indicator, one that is used widely in 
the private sector. It is the ratio of cash flow from operations to capital 
expenditures, expressed as a percentage, which ties together our operating, 
capital, and financing plans. A result below 100 percent indicates that at 
least some capital spending cannot be funded from cash flow, but must be 
financed by borrowing or by reducing cash balances. 
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Companies push this ratio below 100 percent when they have the opportunity to 
make investments with a high rate of return, or when they are in a situation that 
requires investment in critical infrastructure to continue their business. In 1998 
and 1999, our ratio was below 100 percent, which required increases in debt. 

91. If the Postal Service hits its net income targets for FY 1 999 and 2000, prior 
year losses would be reduced to $3.5 billion, a significant step toward 
restoring the financial health of the organization as envisioned in the Postal 
Reorganization Act. Some have argued that this strong financial 
performance, which is based on debt reduction, has come at the expense of 
much-needed capital investment including facility expansion to alleviate the 
reported overcrowded conditions in postal mail processing plants and 
delivery facilities. Some mailers claim that the Postal Service has invested a 
“paltry” amount to automate and upgrade its facilities. 

(a) How does the Postal Service determine the proper levels of spending on 
debt reduction and capital investment? 

Prior year losses have been reduced, dollar by dollar, by the amount of 
net income the Postal Service has earned in each of the five years since 
the end of Fiscal Year 1994. 

During the same time period, the Postal Service has reduced its debt 
substantially, from $9.0 billion to $6.9 billion. For each of the past six years, 
we have borrowed only in amounts sufficient to maintain an adequate cash 
balance. In years when cash flows permitted us to reduce debt, we did so. 

Capital Investments are determined in our integrated financial plan, which 
takes into account the capital, financing, and operating plan. The Postal 
Service has also created indicators relative to Capital Investments that serve 
as a guide when determining levels. One Important indicator is the Cash 
Flow to Capital Cash Expenditures (CAPEX). 

(b) How do you respond to those who argue that debt reduction has been 
overemphasized to the detriment of responsible capital investment? 

We believe that managing Postal Service finances properly requires that we 
manage the amount of debt and interest expense on our books, that we 
continue to reduce prior year losses, and that we invest in our future. 

Achieving all three objectives requires some tradeoffs and difficult decisions, 
but we believe that we are managing our finances in a prudent fashion. 

92. The Blue Ribbon Committee in its report “Finding Common Ground” 
recommended that the Postal Service invest more in information technology 
and increase and accelerate its capital spending to drive the business as 
well as to improve productivity. 
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{a) What has the Postal Sen/ice done since the Blue Ribbon Committee issued 
its recommendations to introduce systems to track the movement of trays 
and containers? 

The Postal Service has several efforts underway for tracking the movement 
of trays and containers. We have recently completed concept testing of a 
tracking system utilizing Radio-Frequency-Identification (RFID) technology 
in several of our plants. This RFID system tracks unit loads from the time 
they leave a robotic sorting station at the originating site to when they reach 
two destinating facilities. The system uses small RFID tags attached to 
pallets or containers to automatically track the unit loads, and uses the 
Internet to provide real-time computer reports on mail status. 

Barcodes represent the least expensive short-term method of uniquely 
identifying and capturing unit load data. Presently, our Engineering group is 
working on new tray labeling (including barcoding) requirements that will 
assist us in meeting our unit load tracking objectives. 

Finally, tracking of unit loads (tubs, trays, sacks, and parcels) within the 
Integrated Processing Facility project is currently under discussion. Plans 
are consistent with the completion of proposed expansion and of current 
RFID/Barcode tracking operations and conclusions. It will provide tracking 
within and external to the plant in a near total automated environment. 

(b) What has the Postal Service done since the Blue Ribbon Committee issued 
its recommendations to reduce the unit cost of handling and delivering all 
classes of mail through increased capital spending? 

Based on recommendations of the Blue Ribbon Committee, the Postal Service 
has significantly increased its capital spending on technology designed to 
reduce and control costs. As an initial step, the Service streamlined its capital 
funding approval process by drastically reducing the time required to gain 
approval of viable capital equipment programs. As a result, our annual 
commitments in labor saving capital equipment programs have doubled during 
the last four years. 

These capital programs have included a variety of technologies that help 
reduce costs for all shapes of mail — letters, flats, and parcels. Some 
programs have essentially completed our full-up letter automation program 
needs while others have enhanced the capabilities of existing equipment. 
Presently, we have about 12,000 automated letter sorting machines 
deployed throughout the country. 
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We have also finished deploying more than 340 new flats sorting machines and 
upgraded our exiting flat sorters with automated sorting capability. Our network 
of small parcel and bundle sorters now includes more than 340 machines and 
we have added automatic feed systems to the vast majority of these systems. 

Finally, we have begun deploying various material handling technologies, 
including robotic and automated tray handling equipment, which help control 
the costs of handling containers of mail. 

In FY 1999, a total of $1,2 billion was committed for equipment. A total of 
$1.4 billion is planned for equipment projects in FY 2000, which represents 
37 percent of the total capital plan. Our core strategy for reducing costs and 
improving performance is to automate an increasing number of functions. 

The ability to perform tasks using equipment instead of manual labor not 
only saves work hours and associated indirect costs, but also allows for 
service improvements. The equipment category consists of investments in 
automation and mechanization that serves as the backbone of the initiatives 
to meet the business goal of strengthening our financial viability by 
managing costs. 

(c) How did spending on capital programs compare to the plan ($4.4 billion) for 
FY 1999? Please provide a comparison of plan to actual by major capital 
investment category. 

During FY 1999, our capital plan was reduced from $4.4 billion to $4.0 billion 
in response to our “Management Challenge.” In FY 1999, the actual 
commitments were $3.8 billion. 


FY 1999 Capital Plan ($ in millions) 

Category 

Actual 

Plan 

Variance 

Facilities 

1,705 

1,821 

(116) 

Equipment 

1,158 

1,113 

45 

Vehicles 

285 

266 

19 

Retail 

194 

209 

(1^ 

Support 

475 

589 

(114) 

Total 

3,817 

3,998 

(181) 


(d) Have the Investments in technology and infrastructure resulted in 

measurable cost reductions and/or service performance improvements? 
Please present the results of your findings. 

Automation is revolutionizing mail processing operations as the Postal Service 
continues to invest in technology infrastructure to reduce costs, improve 
service, and increase operating efficiencies. 
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Through FY 1 999, we estimate that our letter mail automation program has 
been responsible for cumulative labor savings of $1 6 billion. Viewed another 
way. last year it cost the Postal Service $57.64 to process 1 ,000 letters 
manually, $25.89 to process 1 ,000 letters on mechanized equipment, and only 
$5.20 to process 1,000 letters on automated equipment. Automation, along 
with process improvements, has also contributed to the dramatic 
improvements in service for First-Class Mail over the past several years. 

93. In its recent report, U.S. Postal Service: Status of Efforts to Protect Privacy 
of Address Changes (GAO/GGD-99102, July 30, 1999), the GAO made 
specific recommendations to the Postmaster General on how to strengthen 
oversight of the National Change of Address NCOA program. The GAO 
recommended, as it did almost 3 years ago, that the NCOA office develop 
and implement written oversight procedures, and enforce all provisions of 
the licensing agreement. The GAO also recommended that the Postmaster 
General further restrict the use of NCOA-linked data to create or maintain 
new-movers lists by explicitly stating it on the acknowledgment form that is 
signed by customers of NCOA licensees. 

The Postmaster General stated in his response that the Postal Service 
continued to believe that it is neither their legal responsibility nor the 
practical responsibility to regulate how the owners of mailing lists use those 
mailing lists once they have been matched against the NCOA database. He 
said that without an effective way to enforce the prohibition on the creation 
of new-movers lists, such as sending Postal Inspectors into mailers plants, 
revising the acknowledgement form to explicitly prohibit their use would be 
an "empty gesture". Your bottom line seems to be that since the prohibition 
can't be enforced anyway the Postal Service shouldn't even bother to inform 
customers that the practice is prohibited. It appears that the Postal 
Service’s logic is a bit weak. 

In commenting on your response, the GAO expressed the view that the 
challenges associated with enforcement should not preclude the Postal Service 
from notifying and receiving acknowledgement from licensee's customers that 
the use of the NCOA-linked data to create movers-iists is not permitted. 

(a) How does the Sen/ice explain its disagreement with GAO as to the legal 
requirement that the Service make every effort to protect NCOA-linked 
address change data from Its improper use after it has been used to update 
mail address lists by the licensees? 
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Our disagreement with GAO centers on the lawfulness of the development 
by customers of NCOA licensees of so-called "new movers" lists by the 
sortation of their own lists after correction with updated addresses from the 
NCOA file. GAO evidently believes that this is in conflict with the purposes 
for which the Postal Service collected the information, and therefore in 
violation of the Privacy Act, The Postal Service disagrees. 

The practice of providing change of address information to the public for 
correction of commercial mailing lists began as early as 1924. Fifty years 
later, when the Privacy Act of 1974 came into being, the Postal Service 
established the requisite system of records for address change and mail 
forwarding records and adopted "routine uses", as provided for by the Act, to 
authorize the disclosures that were deemed necessary to postal operations. 

One of these routine uses authorized the longstanding disclosure practice of 
providing change of address information to anyone upon request as a part of 
its address correction services. Similarly, the routine use that was adopted 
for change of address information in the NCOA database, which was 
instituted in 1986, states that "[djisclosure of any customer's new permanent 
address may be made from the National Change of Address file to 
customers seeking corrected addresses for their mailing lists." This routine 
use is compatible with one of the stated purposes of the system, namely, "to 
provide address correction services to postal customers." The routine use 
does not by its terms place limitations on the recipient's use of its mailing 
lists. In addition, the Postal Service has not ever attempted, in the 75-year 
history of this disclosure practice, to control how a recipient uses change of 
address information. 

The Postal Service believes that its NCOA program is in full compliance with 
the Privacy Act. It does not believe that the private sector development of 
"new movers" lists, which constitute just one of many kinds of specialized 
mailing lists, is either improper or illegal. 

(b) Assuming the legal responsibility issue is resolved, would you still argue that 
the lack of an enforcement mechanism still Justifies not adopting a notification 
and acknowledgement requirement as recommended by the GAO? 

The Postal Service has not taken the position that the lack of an 
enforcement mechanism is what justifies its refusal to prohibit new movers 
lists. Difficulty of enforcement was simply offered as an observation about 
the realities of the mailing list industry. Also, the question is not so much 
one of "responsibility" as of authority. The Postal Service believes that it has 
no authority to prohibit private sector behavior that is neither unlawful nor 
contractually within its reach. 
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If it were really unlawful for private mailing list holders to break their NCOA- 
corrected lists down into more specialized mailing lists of recent movers, the 
Postal Service believes that simply obtaining the acknowledgement that 
GAO recommends would probably not be adequate to prevent "violations" or 
to absolve the Postal Service of responsibility for them. 

94. The GAO also advised the Congress that it should consider amending the 
Postal Reorganization Act to address this issue. The Subcommittee would 
prefer that this issue be resolved without changing the law. 

(a) Can the Postal Service suggest any alternative course of action that would 
resolve this issue short of amending the PRA? 

The Postal Service regrets its disagreement with the GAO on this issue. 

We are opposed, however, to any legislation that would add substantially to 
the administrative problems or expense of the NCOA system, or burden the 
postal system with additional amounts of undeliverable mail. 

95. The Point of Sales program is a major investment for the Postal Service that has 
great promise to improve retail operations and provide important information. 

The 1998 Comprehensive Statement detailed the deployment schedule for 
Stage 1 and Stage 2 during FY 1999. In the Postmaster General's statement he 
discussed information management as driving change in the management and 
delivery of retail services. He noted that the Service has deployed this year 
more than 22,000 of your next generation PCS ONE retail terminals. He also 
noted that sophisticated handling systems are being deployed into your plants. 

He said that fully automated processing facilities and a computer driven 
information platform will revolutionize the way you manage the mail and create 
an information rich mail stream. But the Inspector General has found that the 
POS ONE system and the Tray Management System have had faulty system 
development practices and premature deployment. She found that this resulted 
in additional costs and that POS ONE did not fully meet desired results and 
benefits. The goals of automating retail and processing operations and 
developing an information rich mail stream are laudable but the Subcommittee is 
concerned, based on the OIG’s findings, that perhaps there are problems in 
implementation that may prevent the Service from fully realizing its vision. 

(a) Has the Postal Service reviewed the findings by the OIG and taken any actions 
to more effectively manage the deployment of these important systems? 

Yes. Postal Service management is continually working to improve the POS ONE 
software and deployment process. The Executive Summary of the OIG issued 
Audit Report - Point of Service ONE (Audit Report Number DA-AR-99-002) dated 
September 20, 1 999, stated; “Management agreed with our recommendations 
and has either taken or initiated the necessary corrective actions. Management's 
actions taken or planned are responsive to the issues raised in this report.” 
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(b) What feedback mechanisms are in place for personnel to report problems 
with new hardware and software? 

The POS ONE Program has several mechanisms in place to support the 
field with hardware and software issues. 

The POS ONE Program has a Help Desk with a 1-800 number for users to 
report problems and receive assistance with operational issues. Both POS 
ONE and the respective vendors analyze Help Desk reports to: 

• Identify specific software or hardware problems; 

• Complete root cause analysis; 

• Identify and schedule specific fixes related to problem areas. 

The Help Desk also supports a field users group that provides feedback on 
the POS ONE system and the effectiveness of the Help Desk. 

The Postal Service has improved the overall testing and certification process 
of the software and hardware. POS ONE has improved its feedback 
process from field users by implementing a pilot program that tests new 
hardware and software changes prior to general release. 

(c) Are field managers and staff actively engaged and consulted as new 
technology is designed, tested and implemented? 

All levels of Postal Service personnel, including managers and retail clerks, 
participate in the development, testing, and implementation of software and 
hardware changes. 

The Postal Service has a small team of users located at the vendors’ work 
locations that are actively involved in the design, development, and 
preliminary testing of changes. In addition, focus groups of POS ONE users 
are periodically formed to evaluate and provide feedback on new features 
during the design stage. An independent firm, with the assistance of POS 
ONE-field users, conducts functional testing for software and hardware prior 
to field release. The Postal Service has identified 20 pilot sites that test 
changes in the actual operating environment. Two weeks prior to software 
release, pilot sites provide daily feedback, which is essential for the final 
decision to proceed with a nationwide release. 

(d) Is POS ONE deployment on schedule as planned? 
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The deployment is on schedule as presented to the Postal Service Board of 
Governors in a request for Stage 2A funding in June 1999. Stage 1 of the POS 
ONE project was originally approved in June 1 996. Due to significant changes 
in the development process of the POS ONE system, an adjustment to the 
deployment schedule was made in May 1998, consistent with the funding 
levels approved by the Board of Governors, POS ONE has successfully been 
deployed in 4,000 retail locations. Further deployment is planned this year 
pending approval of funding for the next stage by the Board of Governors. 

(e) Is the POS data being warehoused? 

POS ONE data is being warehoused through the Retail Data Mart. The data 
mart began capturing sales and product information from POS ONE sites at 
the start of FY 2000, Every evening, data is transmitted from each site to the 
Postal Service’s Computer Operations Service Center in Minneapolis. The 
Retail Data Mart is currently in pilot testing and targeted for production level 
processing in Quarter 4 of FY 2000. POS ONE will automatically capture sales 
and product data at the retail window for use by all levels of management and 
local field personnel. The Retail Data Mart will provide the capability for users 
to run queries for analyzing sales and product information, 

96. The Subcommittee has heard anecdotal reports that the POS ONE system 
often locks up and, as a result, the retail operation shuts down. 

(a) Is there any truth to these reports and are there any contingency procedures 
for retail clerks to follow in the event of a lockup? 

it is unusual and extremely rare that a POS ONE system or all of the 
terminals in a retail unit would lock up at the same time. A POS ONE 
terminal occasionally experiences a freeze that requires users to reboot the 
system (approximately 5-minute process) or to call the POS ONE Help Desk 
for assistance. The majority of these occurrences are related to non-POS 
ONE issues such as power outages. In any event, there are contingency 
plans in place for continuing service to customers and a process for 
recovering financial information if the POS ONE system is inoperable. 

97. In FY 1998 the Postal Service spent over $273 million on advertising. This 
is a rather large amount in absolute terms but relatively little for a $60 billion 
business in the sen/ice industry. Nonetheless, the question continues to be 
raised as to why a government agency needs to advertise at all. 

(a) How do you respond to those who argue that the Postal Service should not 
expend any funds on advertising? 
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Given the highly competitive nature of the communications industry, coupled 
with increasing costs, the Postal Service needs additional revenue to hold 
down postage rates. That revenue growth is highly dependent on product 
and service promotion, as evidenced by the extensive advertising 
campaigns of our competitors. 

(b) Please describe the decision-making process used to establish the size of 
the annual advertising budget. 

During the annual budget call process, Product Managers and the field are 
asked to submit plans and budget requirements for the upcoming fiscal year. 
These requirements are considered in aggregate during the Deploy phase of 
the Customer Perfect! process. At this stage, management reviews 
resources available versus opportunity and the decision is made on the total 
level of advertising spending and allocation by product line. 

(c) Please describe the process for determining the funding levels for 
advertising individual products and services. 

See the response to Question 97(b). 

98. In its 1998 Comprehensive Statement the Postal Service claims that the “What’s 
Your Priority” advertising campaign was directly linked to the 16 percent increase 
for Priority Mail in volume share. 

(a) Please describe the methodology the Postal Service uses to directly link 
advertising campaigns to changes in market share. 

The statement in the 1998 Comprehensive Statement concerning an increase 
in Priority Mail “volume share” actually refers to revenue growth rather than 
market share. In FY 1 997, the first full year of the “What's Your Priority” 
campaign, Priority Mail revenue grew 16.1 percent. The Postal Service stated 
in its 1997 Annual Report that “[wjhile we think our advertising campaign is 
responsible for a portion of this growth in volume and revenue, we also think 
that part of this growth was due to the strike at United Parcel Sen/ice.” 

Generally, sales are not attributed to any one single influence. Rather, they are 
influenced by a number of factors, including price, packaging, advertising, the 
economy, etc. In other words, the advertising may perform its role successfully, 
but the goal may not be achieved due to other non-advertising factors. To that 
end, we are in the initial phase of developing a statistical Sales Response 
Modeling (SRM) methodology to associate the impact of advertising to sales. 
SRM predicts sales response to individual market influences such as 
advertising, price, and distribution, competitive advertising, etc., by identifying 
how much each component contributes to sales volume. 
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(b) Is the evaluation of the impact of advertising campaigns done by a neutral 
third party market research firm(s)? 

Advertising effectiveness is measured by Millward Brown International, Inc. 

(MBI), an independent marketing research firm. MBI specializes in 
advertising measurement and represents more than 50 percent of Fortune 
1 00 companies. They are contracted by the U.S. Postal Service to conduct 
Sales Response Modeling. They also provide pre-concept and in market 
performance measures of USPS advertising effectiveness. Moreover, MBI 
is not associated with USPS advertising agencies. 

99. In a recent speech before the National Postal Forum, PRC Chairman Ed Gleiman 
said the PRC conducted an analysis of the Priority Mail advertising campaign 
launched in the mid-90s. He said the analysis showed that volume increased but 
the resulting increase in contribution to institutional costs did not cover the cost of 
the advertising. "This means that, although volume increased,” he said, “there 
may have been no overall financial benefit to the Postal Service." He cautioned 
that the Postal Service should carefully consider its return on investment with a 
new advertising campaign featuring “e-priority" mail service. 

(a) Has the Postal Service reviewed the PRC analysis of the Priority Mail advertising 
campaign? If so, does the Postal Service agree with the findings? 

The Postal Service has reviewed the PRC analysis of the Priority Mail 
advertising campaign; however, the Postal Sen/ice does not necessarily agree 
with its conclusions. The conclusions reached about 1998 appear to be 
extrapolated from an analysis of data for the period 1969-1996. In addition, 
the Postal Service has concerns and questions regarding the methodology 
used in the analysis. Modeling the impact of advertising on sales volume is 
an inherently difficult econometric exercise and may fail to capture less 
tangible effects of advertising including an enhanced brand image and the 
impact on other classes of mail. 

(b) What analysis has the Postal Service developed and applied to determine 
the appropriate level of advertising for “e-priority” mail service? 

See the response to Question 97(b). 

(c) Does the Postal Service judge the success of an advertising campaign by 
how much the campaign increases volume, revenue or net contribution to 
overhead? Which of these criteria is considered more important in 
measuring the success of an advertising campaign? 
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Our goal is contribution to overhead. However, as noted in the response to 
Question 97(a), it is unrealistic to Judge the performance of advertising solely on 
the basis of sales since sales are influenced by a number of factors. For this 
reason, we measure the success of advertising in terms of communications 
(versus sales) based on its purpose — ^to convey information and develop 
positive attitudes. 

100, Some have questioned why the Postal Service spends money on advertising 
First-Class stamps since it has a monopoly. 

(a) How do you respond to these concerns? 

Like the U.S. Mint with its advertising of coins, the Postal Service promotes 
stamps as a hobby to grow the stamp collectibles business. 

in addition to the approximately $200 million in net revenue generated 
annually from stamps retained and not used, postage stamps play an 
important roie in documenting America's history. Promotional efforts 
surrounding First Day of Issue ceremonies also give us the opportunity to 
bring positive attention to the Postal Service and further increase awareness 
of stamp collecting. 

(b) Can the Postal Service demonstrate that advertising campaigns for First- 
Class stamps generate sufficient revenue to their cover cost and contribute 
positively to net income? If so, please provide the results of your analysis. 

Yes. The Postal Service spends between 3 percent and 3.5 percent of its 
annual advertising budget to promote stamp collecting as a hobby and to 
grow the stamp collectibles business. The net revenue generated annually 
by stamps collected and retained is $200 million. The advertising and 
promotional campaigns are focused on developing new collectors in order to 
keep this profitable business strong. 

101. According to a survey released recently by the Colography Group the Postal 
Service share of the ground shipping market improved from 7.9% to 9.1% in 1997. 

(a) Did the Postal Service pay for the Colography survey? 

Yes. We have a contract with Colography to monitor the package business. 

(b) To what do you attribute the Postal Service’s 2.2% increase in market share? 

It was mainly driven by the UPS strike in August 1997. 
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(c) How is this increase broken down among the following market segments: 
business to business, business to household, household to household and 
household to business? 

The increase is primarily in the business to household segment. 

(d) To what extent have competitor surcharges for residential and rural delivery 
contributed to the Postal Service’s increased market share? 

It has Increased our volume in rural and residential areas, but only by a 
small percentage of the total increase. 

102. Recent news articles have reported on customer dissatisfaction with the use 
of cluster boxes rather than door-to-door or curbside delivery. 

(a) What criteria does the Postal Service use in determining whether a new 
development receives cluster box rather than door-to-door delivery? 

The Postal Service makes every effort to provide our customers with convenient, 
affordable delivery services. j 

Postal Service policy provides a choice of two delivery options for customers 
in new delivery areas: centralized delivery or curbline delivery. Many years 
ago, customers in new delivery territories had the option of receiving door 
delivery service. Because of the rising cost of providing universal mail 
sen/ice, however, that practice was discontinued in 1978. As a comparison, 
the annual cost of providing door delivery is $243 per customer, compared 
with $154 and $1 1 0 for providing curbside or centralized delivery respectively. 
Because the Postal Service adds about one million new delivery points a year, 
the savings are substantial. 

The only exceptions to this policy involve our hardship policy or fill-in 
situations. New deliveries in the same block where door delivery is already 
established are almost always extended as door delivery. In addition, we 
provide modified delivery to customers for whom existing delivery methods 
would impose an extreme physical hardship. 

(b) Please describe the procedures by which a customer who is physically 
impaired and unable to easily access cluster boxes can apply for and obtain 
an exemption allowing door-to-door or curbside delivery. 

The Postal Service recognizes that the location of mail receptacles may 
create a hardship for some customers. Changes in the type of delivery 
authorized will be considered where service by existing methods would 
impose an extreme physical hardship on an individual customer. 
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A request for a change in delivery methods must be submitted in writing to 
the postmaster. Approval of an individual customer’s request will be based 
on humanitarian and not economic criteria. If the postmaster denies the 
request, it must be forwarded to the appropriate district office to ensure that 
our national policy has been properly applied. 

(c) How many of the exemptions described in (b) were sought in the past year? 
How many were granted? 

Because these decisions are made locally, no national database is kept to 
monitor how many exceptions are granted each year. In addition, there are 
cases where a hardship delivery is temporary, so the numbers are constantly 
changing. 

103. With regards to the Triweekly Routes referred to at Sec. 651.4 of the July 16, 
1998 Postal Operations Manual: 

(a) How many triweekly routes are there? What percentage of rural routes 
currently receive triweekly service? 

This information is not captured through any type of database or national 
system. A survey of areas and districts, however, identified a total of 346 
triweekly routes. Eight are rural routes and the rest are Highway Contract 
Routes (HCRs) providing service to “rural" areas. Of the HCR routes, four 
were specifically reported as seasonal and/or operating on a 1- or 2-day per 
week frequency. Minor adjustments to these figures could occur as 
additional field information is received. 

(b) What percentage of rural routes currently receive triweekly service? 

Approximately 5.7 percent of Highway Contract Routes and .012 percent of 
rural routes are triweekly. 

(c) How many rural addresses receive triweekly service? 

A total of 1 7,697 customers receive triweekly service. 

(d) Have 6-day routes ever been downgraded to triweekly routes? What criteria 
are used to determine whether a downgrade in service is necessary? Is 
customer input sought? 

No instances of downgrades from 6-day to 3-day service were identified. 
There are no national criteria or regulations that provide for downgrading 
rural route customers from 6-day to triweekly service. 
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Our survey, however, did identify one route that was upgraded from 3-day 
to 6-day service, based on district criteria of total customer mail volume 
(pieces delivered and collected) greater than 100 pieces per month, per 
mile of route travel. 

104. On March 14, 1999, the Postal Service finally raised the curtain on its 
Delivery Confirmation service for Priority Mail and Parcel Post. The retail 
rate is 35 cents for Priority Mail and 60 cents for Parcel Post. Rates are 
lower for customers who can send and receive Delivery Confirmation 
information electronically. For these customers, there is no charge for 
Priority Mail and a 25-cent charge for Parcel Select, Parcel Post, bound 
printed matter, special standard and library rate. 

(a) Wriaf has been the volume of delivery confirmation for retail and “electronic 
customers’’ since product inception? 


Fiscal Year 

Retail Volume (000) 

Electronic Volume (000) 

Total Volume (000) 

1999 

12,451 

16,340 

28,791 

2000 thru 

AP2 (11/5/99) 

4,873 

7,546 

12,419 

1999/2000 



41,210 


\Nhat has been the cumulative volume of delivery confirmation pieces for each of 
the mail classes listed above? 


Fiscal Year 

Priority Mail (000) 

Standard B (000) 

Total Volume (000) 

1999 

28,179 

612 

28791 

2000 thru AP2 
(11/5/99) 

11,794 

625 

12,419 

1999/2000 



41,210 


(All information is based on data starting with the , 1999 launch date through the 
end of Accounting Period 2, which ended November 5, 1999.) 

(b) Has the customer response to delivery confirmation been below or above 
expectations to date? 

Delivery Confirmation is generally meeting expectations. By any measure, 
it is fair to say Delivery Confirmation service has been a success attracting 
volume shippers and retail customers alike, recording over 41 million 
transactions in the inaugural eight months of operation, 

(c) What is the frequency of customer inquiries regarding delivery status of the 
items (i.e. - as a percent of total delivery confirmation volume)? 
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The Postal Service allows customers access to delivery confirmation information 
in one of three ways: through the Internet, a toll-free telephone number, and 
electronic data files. 

Unfortunately, we cannot provide a precise breakdown of the delivery confirmation 
inquiries made by customers because of the way these systems are set up. 

For example, customers who originate 62 percent of the delivery confirmation 
volume can use electronic files supplied by the Postal Service, and we simply 
do not know how many inquiries are made through these fles. 

Through Accounting Period 4 of FY 2000, which ended December 31 , we do 
know that 6,3 million inquiries were made either via the Internet or through our 
toll-free telephone number. However, some of these requests were made by 
postal employees. 

(d) What is the split between such inquiries made through the 800 number and 
the Internet? 

Of the 6.3 million Inquiries mentioned in 104(c), 4.5 million came through the 
Internet and 1 .8 million through the Call Center. 

(e) What is the most current scan at acceptance rate for delivery confirmation pieces? 

Delivery Confirmation service is intended to provide information about 
delivery. However, all customers who purchase Delivery Confirmation at a 
postal retail facility receive an acceptance scan. We currently receive 
approximately 80 percent of our retail items at these facilities. 

(f) What is the most current scan at delivery rate for deiivery confirmation pieces? 
The current scan rate is 96 percent. 

105. Last year you reported that you expect to meet the goals of the Energy 
Policy Act and Executive Order 12902. Specifically, a 20 percent reduction 
by the year 2000, based on 1985 levels and a 30% reduction in energy 
costs by 2005, also based on 1985 levels, respectively. 

(a) Is the Sen/ice still confident that you will meet these goals? 

We believe that the statement “a 30 percent reduction in energy costs by 
2005” should be "a 30 percent reduction in energy consumption by 2005.” 

We achieved the 20 percent reduction goal for 2000 set by the Energy 
Policy Act of 1992. Our energy usage to date, excluding energy used in 
processing mail, has been reduced 20.9 percent relative to 1985. 
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Executive Order 12902 has been rescinded by Executive Order 13123 that 
sets a new energy reduction goal of 30 percent by 2005 and 35 percent by 
2010 relative to 1985. Executive Order 13123 also sets a greenhouse gas 
reduction goal of 30 percent by 2010 relative to 1990 and goals for renewable 
energy and water conservation. The goals of Executive Order 13123 will be 
met assuming continued funding of energy projects and initiatives. 

106. The Subcommittee has had many inquiries regarding double billing for 
magazine subscriptions, as in ordering to enter a sweepstakes. There are 
many instances where such duplicate billings, when a bill has already been 
paid, becomes a form of harassment. Dunning letters follow and the 
customer, client or patient, as the case may be, is compelled to issue 
another check -- many times out of fear of having a collection agency 
coming after their assets. 

(a) What role, if any, does the Postal Service have in such cases? Is there a law 
or regulation that covers fraudulent bills being sent through the mails? Is the 
Postal Service aware of an extensive or pervasive problem in this regard? 

The Inspection Service recognizes the potential for fraudulent activity by those 
companies that bill their customers over and over and threaten to forward the 
account to a collection agency. The Postal Service is charged with the 
enforcement of 39 U.S.C. 3001(d)(1). The Inspection Service Fraud 
Complaint System contains a specific category regarding false bills and 
solicitations in the guise of invoices. If the mailing is determined to be in 
violation of 39 U.S.C 3001(d) or the Domestic Mail Manual (DMM) provisions 
implementing that statutory requirement, the Postal Service may take 
administrative action against the violator. In FY 1999, the Inspection Service 
sent out over 2,500 letters to companies who were the subject of a false billing 
complaint. The DMM specifically outlines the criteria, such as the necessary 
language, font size, and color contrast, to be included on a proper invoice or 
billing notification. The DMM is available to the public at all post offices. 

107. In its report USPS Management of Personal Services Contracts (March 29, 

1 999) the Office of the Inspector General reported that a personal services 
contract (1 04230-92-P-3543) “to support the remote barcode sorter team” 
has increased from $26,812 to $3,000,000, a 1 1 ,089% increase, as of 
January 26, 1998. 

(a) How many individuals were paid under this contract? How much did each 
individual earn in each year of the contract? Please provide the total travel, 
lodging and meals expenses paid to these individuals. Please describe the 
duties and responsibilities of these individuals. What unique knowledge, 
skills and abilities did these individuals that were not otherwise available to 
the Postal Service? Why did these contract costs increase so dramatically? 

Is this personal service contract still active? 
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This was a competitive award to C&C Consulting for professional/personal 
services support originally issued to support the Remote Bar Code Sorter 
Team. Due to the 1992 restructuring and growth in workload (particularly 
large projects), which created occasional resource shortages, the contract 
was expanded to add various individuals with skills comparable to postal 
employees. These Individuals supported Purchasing, Marketing, Engineering, 
and various other departments. There were 62 contract modifications made 
which added funds to extend periods of performance, added additional 
individuals, and dropped individuals when the additional resources were no 
longer needed. Payments were made directly to C&C Consulting, not to the 
Individuals. The amounts include the company's markup. The amounts 
shown below reflect all expenses for each individual Including travel, if any. 

The contract expired in August 1999. 

Attachment 8 shows the individuals who worked under this contract. 

108. In its report USPS Management of Personal Services Contracts (March 29, 
1999), the Office of the inspector General reported that a personal services 
contract (102590-96-F-1399) to provide marketing support services to stamp 
and product marketing to assist with the 1996 stamp marketing plan has 
increased from $72,500 to $569,500, a 686% increase, as of October 27, 1998. 

(a) How many individuals were paid under this contract? How much did each 
individual earn in each year of the contract? Please provide the total travel, 
lodging and meals expenses paid to these individuals. Please describe the 
duties and responsibilities of these individuals. What unique knowledge, 
skills and abilities did these individuals that were not otherwise available to 
the Postal Service? Why did these contract costs Increase so dramatically? 

Is this personal service contract still active? 

This award was a professional/personal services contract awarded 
noncompetitively to Susan Isenberg Enterprises. The name of the 
organization was later changed to Planit International, Inc. 

The purpose of the contract was to provide consulting and market support for 
programs such as Celebrate the Century and other special events for the 
stamp and product marketing department. The requirements office 
determined that Susan Isenberg was uniquely qualified through her 
experience to manage, coordinate, and support special projects and stamp 
marketing events. With the approval of management, the period of 
performance was extended several times, with additional funding added due 
to the need for continued services and the lack of postal resources. All 
contract extensions included work that was within the original scope of work 
for stamp marketing support. The total amount funded included travel 
expenses. The contract expired in May 1998. 
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1 09. The Office of the Inspector General issued an audit reported on September 21 , 
Audit Report, Classification of Inspection Service Personnel Performing Audits 
(Report Number OV-AR-99-001 ). The report concluded that Postal Inspectors 
performing audits were not properly classified as criminal investigators. The 
OIG recommended that the Chief Postal Inspector establish controls to ensure 
that Postal Inspectors devote 50 percent or more of their work hours to law 
enforcement duties, or reclassify the positions to reflect work performed. In 
addition, the OIG recommended that the Vice President, Human Resources, 
should review Postal Inspectors' duties to ensure they meet the regulatory 
requirements of a law enforcement officer. Management concurred with the 
OIG’s recommendations. The OIG deemed the corrective actions taken and 
planned by management to be responsive to the issues raised in the audit. 

The Acting Chief Postal Inspector stated in his response that it is “our intent to 
divest the Inspection Service of ‘Yellow Book' audit work." In addition he 
stated that the Vice President, Human Resources, “has agreed to have her 
staff review the duties delineated in the postal inspector position descriptions.” 

The Subcommittee would like to be assured that the Postal Service follows 
through and takes appropriate action. 

(a) Please provide action plan and time frames for the review of the position 
descriptions. 

The Inspection Service is in the process of changing its work hour reporting 
requirements and reporting system as well as revising the appropriate Inspection 
Service policies on this issue. These actions will ensure that the Inspection 
Service inspectors, supervisors, and managers understand the requirement that 
“Postal Inspectors devote 50 percent or more of their work hours to law 
enforcement duties." The changes in our systems and reporting requirements will 
ensure the actual percentage of hours worked in "law enforcement duties” for each 
inspector not in a secondary law enforcement position is calculated on a monthly 
basis. The policies being finalized make it the responsibility of each inspector and 
his or her manager to ensure the requirement is met. These actions are scheduled 
to be completed by the end of this calendar year. 

(b) Simply re-wording the duties and responsibilities in a job description does not 
ensure that the Postal Inspectors will, in fact, spend less than 50% of their time on 
non-criminal investigative duties. How does the Postal Inspection Service intend to 
enforce and monitor compliance with this requirement on an ongoing basis? 

Inspection Service managers will be responsible for ensuring that Postal Inspectors 
spend at least 50 percent of their time on criminal investigations. The Inspection 
Service has developed a monthly tracking form, PS Form 512-A, Law Enforcement 
Availability Pay Monthly Tracking Form, which is designed to provide the 
percentage of audit versus criminal hours performed each month. Every month 
this form is reviewed and signed by the Inspector's immediate supervisor. A copy 
of the form is attached (Attachment 9). 
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110. In July of 1998 the Postal Inspection Service issued a report to postal 
management on the impacts of Classification Reform on the Postal 
Operations, Case Number 070-1225508-SI (1). The review revealed that 
the Postal Service underestimated the response to Classification Reform. 
Volumes far exceeded the planned increases in customer applied barcoded 
letters and flat mail. The review also concludes that the Postal Service 
needs to process more of the barcoded mail in automated operations to 
maximize the full potential of Classification Reform. The Inspection Service 
report estimated that the Postal Service lost the opportunity to reduce 
operational costs by approximately $600 million in 1997 by not finalizing a 
larger amount of the barcoded letter and flat mail on automation. 

(a) The Inspection Service reported that up to 20 percent of barcoded letter mail 
was processed in manual and mechanized operations. What percent of 
barcoded mail in FY 1999 was processed in manual and mechanized operation? 

The Inspection Service claimed that up to 20 percent of barcoded letter mail 
was not sorted to at least the carrier route level on automation. 

The Corporate Automation Plan (CAP) from May 1 996 stated the Postal 
Service would automate letters to carrier route level for zones with five or 
more carrier routes. The CAP goal was 78 percent by the end of FY 1997 
and 84 percent by the end of FY 1998. The audit indicates 80.7 percent and 
83.6 percent of the barcodes were actually processed on automation to at 
least the carrier route level for FY 1997 and 1998 respectively, which are 
well in-line with the stated goals. The end of FY 1998 was to reflect a full-up 
letter automation environment. 

These goals took into account barcode rejects from all up-stream barcode 
sorter operations, the portion destinating in zones with less than five 
carriers, and barcoded courtesy reply and business reply letters finalized 
farther up-stream. Barcode discounts also reflect that a portion of mail will 
destinate in non-automated zones and will reject along the way. Flowever, 
that does not mean that the Postal Service did not use the barcode in 
previous, up-stream automated operations. 

The portion of letters sorted on automation has since increased due to 
additional equipment deployments and the addition of some zones with less 
than five routes. FY 1999 ended with no more mechanized sorts to carrier 
route, and automated sortation of 86 percent of barcodes to at least the 
carrier route level. 
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Refinements to letter automation will continue to be made as new encoding 
software is being deployed to allow a finer level of coding for high-rise and 
garden-style addressing. Identification code sorting is also being deployed 
on barcode sorters and will provide a redundant method to reduce barcode 
read rejects, thereby allowing more barcodes to be sorted and finalized on 
automation. 

The amount of savings opportunity the Inspection Service stated in their report 
was based on an assumed percentage of capture-ability without supporting 
data. The report did not fully take into account the Corporate Automation Plan 
goals or mail finalized in up-stream operations. Two recent GAO audits 
confirm that the DSPS has made automation savings over DAR projections. 

(b) The Inspection Service reported at that time that Delivery Point Sequence 
volume was 20 percent below plan. Where does Delivery Point Sequence 
volume in FY 1999 stand with respect to the FY 1999 plan? 

The FY 1999 Actual Year To Date (YTD) volume was 49.56 billion pieces. 

The Plan YTD volume was 48.15 billion pieces. The actual volume was 
1 .51 billion, or 2.9 percent over plan. 

(c) The Inspection Service reported that flats processed on automation 
remained a constant 34 percent. What percent of flats in FY 1999 were 
processed on automation? 

In FY 1999, 42 percent of flat mail was processed using optical character 
readers and bar code readers. 

(d) What actions has the Postal Service initiated to increase the use of existing 
automation equipment to capture the savings on which Classification 
Reform and future workshare discounts are based? 

The Postal Service has an active automafion/mechanization program that 
includes retrofitting existing equipment to meet the requirements of reducing 
costs associated with processing mail. 

Examples of programs that are currently being approved and implemented 
that meet our requirements to make existing equipment more productive, and 
thus allow for more capacity are Flat Mail Optical Character Readers ($35 
million FY 2000 savings) and Delivery Barcode Sorter Output Sub-systems 
($13 million FY 2000 savings). 

Additionally, a total of $465 million of local management initiatives has been 
allocated to the field. The field must utilize existing equipment and 
resources to meet the targeted reduction. 
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(e) Has the Postal Sen/ice implemented an ongoing monitoring system in mail 
processing plants to gauge whether mail which is automation compatible is 
being processed on available automation? 

Operations Planning at Headquarters generates an “Operations Performance 
Review” national report on an AP basis. Included In that document are 
reports that provide barcode generation information as well as information on 
the amount and percentage of automated processing at the plants by area. 

(f) Are operations managers evaluated on whether they use automation 
effectively? 

One of the criteria for evaluation of operations managers during the yearly 
merit review process is how effective they are in addressing the elements 
outlined in the Voice of the Business (VOB), which include adherence to 
budget, meeting service objectives, and revenue generation. In addition, the 
evaluation determines how effectively managers use automation by 
measuring the Return On Investment (ROI) savings identified in the 
Decision Analysis Reports (DARs) for each piece of automated equipment. 

(g) What actions has the Postal Service taken to coordinate automation and 
transportation planning with classification and pricing planning in order to 
maximize the value of worksharing? 

The Postal Service solicits and reviews candidate worksharing initiatives 
that it might formally propose. The Headquarters Operations group, which is 
responsible for automation and transportation planning, actively participates 
in this effort and its input is factored into classification and pricing planning. 

The Operations group also participates actively in the Presort Optimization 
MTAC (Mailers Technical Advisory Committee) Workgroup and that 
Workgroup has sponsored various worksharing improvements that are 
consistent with the Postal Service’s automation and transportation plans. 

111. Workshare discounts have become the bedrock of the Postal Service’s rates 
and classification system. Some have argued that worksharing constitutes, in 
essence, a private-public partnership which has led to reasonable rates and 
improved service for all customers. Nonetheless, as evidenced by the 
aforementioned Inspection Service report, workshare savings that justify these 
discounts are often not captured. The Subcommittee is interested in how well 
the Postal Service measures the actual cost savings from workshare programs. 
Currently the Postal Service only reports attributable costs at the subclass level. 
The actual cost avoided by the Postal Service for each workshare discount is 
not reported nor apparently calculated on a regular basis. 

(a) Why are these all-important figures not reported on an annual basis? 
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The attributable costs referenced in this question are reported by the Postal 
Service in its annual Cost and Revenue Analysis (CRA), Though the CRA 
does not report cost information for each worksharing mail category, such 
reporting would not necessarily isolate the cost effects of worksharing since 
worksharing is only one of many cost driving factors. 

The costs reported in the CRA represent the combined effects of all cost 
driving factors. For this reason, special studies are required to estimate the 
isolated cost avoidances for each worksharing category. Since worksharing 
discounts can only be changed during formal rate and mail classification 
cases, the Postal Service has determined that it is both practicable and 
efficient to time its special studies according to the timing of its planned rate 
and mail classification filings. While other approaches have been 
considered, this chosen approach provides timely data while avoiding the 
expense of conducting studies on a more frequent basis. 

(b) With the Postal Service’s operating environment changing so rapidly, has 
the Postal Service initiated any efforts to conduct these studies on an 
ongoing basis and report the results publicty? If not, why not? 

As indicated in our answer to Question 111 (a), the Postal Service conducts these 
cost studies on an ongoing basis, in accord with its rate and mail classification 
filings. These updated cost studies reflect the Postal Service's changing operating 
environment. Special Studies, a separate office in Headquarters Finance, 
conducts these studies. Study results are sponsored by expert cost witnesses who 
testify publicly during hearings held by the Postal Rate Commission. 

1 12. As the Postal Service continues to deploy automation equipment, new 
technical and managerial knowledge, skill and abilities will be needed to 
operate and maintain some highly sophisticated equipment, such as the 
Robotics Containerization Systems (RCS) and the Tray Management 
System (TMS). 

(a) Does the Postal Service plan to create new job categories/positions tailored 
toward meeting the human capital requirements of the new automation 
environment? How and to what extent has the Postal Service committed to 
re-train current employees to meet rts needs? 

The Postal Service is committed to using its present employee work force to 
meet our present and future automation staffing needs. In the event we are 
unable to fill our needs from our present workforce, we will hire new 
employees to meet our needs. 
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(b) Does the Postal Service plan to hire new employees with the technical skills 
to support this new automation? How does the Postal Service anticipate 
that its employee complement will change as a result of automation? 

The Postal Service will attempt to fill our technical needs from our current 
complement. If we cannot fill a position from within the present complement, 
we will hire new employees to meet our operational needs. 

(c) Please discuss the Postal Service’s short-term and long-term plan to meet 
the human capital needs, particularly with respect to its changing mail mix 
and the deployment of automation. 

The changing mail mix and deployment of automation is a gradual change to 
our daily operations, especially when looked at from a total organizational 
perspective. The changes in complement are subtle and handled locally. 

1 1 3, Automation promises to have a major impact on controlling labor cost. For 
example. Robotics Containerization Systems (RCS) will provide a modular 
robotics solution to automate current manual efforts associated with mail 
tray and tub verifying, lifting, stacking, and separating into mail containers 
and pallets to meet transportation and delivery operations windows. It is 
anticipated that manual work hours and job related injuries will be 
substantially lowered by the introduction of this new technology. Based on 
past experience with automation it is alleged that potential savings have not 
been realized because work rules make it difficult for management to re- 
assign current employees to work centers where they can be more 
productive. As a result, some operations have been overstaffed. This 
problem will become increasingly severe as the plan to fully automate 
processing faciiities comes to fruition in the next several years. 

(a) How does the Postal Sen/ice intend to manage the redeployment of labor as 
automation reduces the need for manual processing of mail? Does the Postal 
Service have a process to coordinate its capital investment strategy with 
human resource needs assessment at the national, area and district levels? 

The Postal Service has a procedure contained in the collective bargaining 
agreements with its unions on how to reassign employees in every situation, 
including those involving automation deployment. This process allows for 
reassignment to other work within an installation as well as reassignment to 
other installations with continuing work, as necessary. 
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The Postal Service is preparing for the impacts associated w/ith the future 
deployment of Robotics Containerization Systems and various other 
automation initiatives by utilizing a complement management plan that is 
consistent with those provisions in the collective bargaining agreements. 

This plan has three major elements to ensure that employees are moved from 
diminishing work to continuing work — ^withholding, reassignment, and 
transitional employees. 

WithhoidinQ : 

When a major initiative is being planned that impacts the work force such as 
Robotics, the Postal Service at the Area level institutes a withholding clause 
in the contract. This allows the Postal Service to “hold” Job vacancies 
(freeze them without hiring careers) that come open and will be needed after 
the deployment of the automation. These jobs are “held” for reassignment/ 
placement of those career employees who will be displaced. 

In conjunction with this withholding clause, the Postal Service also 
eliminates impacted jobs through attrition by "reverting" them (eliminating 
them immediately) when they become vacant. This accomplishes two 
goals: it does not add to the career complement to cause overstaffing and 
allows for a reduction through attrition. 

Reassianments : 

The Postal Service and the unions have agreed that when the need arises 
to reassign employees, a certain procedure will be employed depending on 
the type of initiative. This procedure is accomplished essentially through 
reassignment based on a seniority system; the employees with the most 
seniority are reassigned after those with less seniority have been moved. 

As an example of a successful implementation of this reassignment 
procedure, the Postal Service introduced the Remote Bar Coding System to 
replace mechanized keying on Letter Sorting Machines. At the beginning of 
the effort, there were approximately 47,000 Letter Sorting Machine 
Operators in the Postal Service. Due to the deployment of RBCS, this 
function was no longer needed, along with the labor force associated with it. 
Utilizing the reassignment procedure in the contract and a special 
agreement with the APWU, the Postal Service eliminated LSM operators 
and reassigned them to other continuing work in the installation or other 
installations with work force needs. 
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Transitional Employees : 

During the withholding period described above, labor contracts allow the 
Postal Service to hire transitional employees. These employees work in the 
withheld jobs until the automation is deployed. This enables the Postal 
Service to place career employees in continuing jobs, capture the savings 
associated with the automation initiative, and maintain service levels. 

These plans are developed through coordination with all levels of the 
organization. The unions are notified and consulted as the withholding, 
reassignments, and the hiring of transitional employees are taking place. 

(b) What assumptions are made with respect to the Postal Service’s ability to 
realize the potential workhour savings from the automation program? How 
have these criteria been adjusted to reflect the experience to date in 
capturing workhour savings? 

The Postal Service's letter automation program is focused on barcoding mail 
and using those barcodes to automate the sorting of mail to help control 
costs. Savings estimates were based on replacing manual and mechanized 
sorting operations with the higher productivity that is achieved from fully 
automated letter sorting equipment. These operations included not only the 
manual/mechanized sorting of letters in our major processing plants, but 
also the manual sequencing of mail in the order carriers deliver it. 

Our letter automation program has been a success. Currently, nearly 90 percent 
of all letters are barcoded. Moreover, studies have shown that benefits are 
exceeding those assumed when making our decision to invest in this technology. 

114. The Postal Service has acknowledged in the past that there have been 
problems with periodical delivery. The Postal Service has previously 
reported that it has taken several actions to improve seivice including 
improved communications, refined Standard Operating Plans and 
participation in The Mailers Technical Advisory Committee (MTAC). The 
MTAC workgroup recently sent its recommendations to the Vice President of 
Operations Support to update delivery commitments for all classes of mail, 
and establish standards and measurement/reporting systems for its service 
performance for all classes of mail. 

(a) How does the Postal Service intend to respond to these recommendations? 

At the October 19, 1999, MTAC Steering Committee meeting, Nick 
Barranca, Vice President of Operations Planning, reported that the Postal 
Service essentially concurred with the recommendations contained in the 
white paper produced by the MTAC work group exploring this issue. 
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He noted that the successful implementation of many of the 
recommendations contained in that paper would be dependent upon 
development of the Postal Service’s Information Platform. Noting the 
magnitude of that effort and highlighting the significant lead times and 
budget implications, Mr. Barranca advised the committee that the working 
group’s recommendations had been provided to the Marketing department 
for integration with other customer requirements. This consolidated set of 
customer requirements would become part of the input to the Establish 
phase of the Postal Service’s management cycle during which objectives 
and goals for the upcoming fiscal year are set and against which resources 
are subsequently allocated. Specifics regarding the work to be done to 
support the recommendations contained in the white paper can not be 
determined until those two phases of the management cycle are complete 
sometime in the spring of 2000. 

1 1 5. Last year the Postal Service and representatives of the publications 

industry, including the Magazine Publishers of America, met to define the 
requirements for a joint study of issues relating to costs of handling 
publications mail in Postal Service plants and delivery units, A joint Postal 
Service-publications industry team visited a number of postal facilities to 
identify possible opportunities for cost reduction measures, 

(a) Please summarize the study teams findings and recommendations. 

The following recommendations were extracted from the team report: 

“Issues 1&2: Mail Make-up And Containerization . 

We will investigate opportunities for additional worksharing (e.g., more 
cross-dock, 5-digit pallets, etc.), cost savings, and service improvements by 
aligning mail preparation standards more closely with local mail processing 
operations (e.g., L-001 lists, etc,). We will make real time information 
available to customers via the Internet. 

Issue 3: Address Quality . 

We recommend several initiatives to encourage and facilitate improved 
barcode accuracy, thereby reducing rehandling costs. 

Issue 4: Enforcement and Enhancement Of Entry/Acceotance Requirements . 
We recommend that initial action taken by acceptance personnel be preventive 
in nature and emphasize notification of publishers, as well as their printers, of 
problems relating to presort and barcode quality so that future mailings will not 
contain errors. We recommend an active education effort, involving mailing 
associations, USPS Bulk Mail Entry Acceptance, and LISPS Management 
personnel. We also recommend that local postal managers recognize that 
mailers who miss critical entry times should not expect the Postal Service to 
undertake measures to deliver such mail as if it were not delayed in entry. 
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Issue 5: Flats Operation Plan . 

We recommend development and publication of a detailed operation plan for flats 
processing, similar to what already exists for letter mail. The plan should logically 
link equipment and technology, mailer workshare, and process improvements. The 
plan should include best practices with existing sorting equipment as well as a 
strategy for development and deployment of new and improved equipment to 
accommodate and automate the rapidly rising volume of fiats in the postal system. 

issue 6: Combination And Separation Of Mail Classes In The Incoming Mail Stream 
Opportunities exist for reducing costs without compromising service by 
combining flats of different mail classes in incoming sorting operations, as is 
already being done successfully in some locations. 

Issue 7: Bundle Preparation And Handling . 

We recommend several initiatives to address the long-standing problem of 
bundle breakage. Mailers need to strengthen bundles to withstand 
anticipated stresses caused by dumping postal packs and pallets. USPS 
should report breakage problems to both mailers and those who prepare the 
bundles for the mailers. The automated feed systems being installed on 
Small Parcel and Bundle Sorter (SPBS) machines appear to compound this 
problem by subjecting bundles to excessive stress. We recommend the 
sharing of best practices in the current use of bundle dumping equipment, 
and recommend that next generation SPBS processes consider methods to 
reduce excessive stress. (We understand that Engineering is already 
working on this issue.) Finally, if better and more effective strapping 
methods do not work, then further movement of mail from sacks to pallets 
and higher pallet presort levels should also be encouraged. 

Issue 8: Operations Management . 

We recommend a number of initiatives to strengthen management's 
attention to costs, provide better tools for management and supervision, and 
require more active supervision of operations. 

Issue 9: Transportation . 

We are disturbed by the rapid increase, over a number of years, in Periodicals 
transportation costs. We observed that in many sites, additional transportation 
was utilized as a strategy to improve service. We recommend that postal and 
transportation industry experts study periodical transportation costs further. 

Issue 10: Mail Processing Annexes . 

Plant managers, faced with crowded conditions due to rapidly increasing mail 
volume, often choose to “solve” the problem by deploying Periodicals fiats 
processing to separate annexes. The result is additional transportation and 
handling costs for Periodicals. While the best long-term solution may be to 
build new and larger plants, we recommend steps be taken to mitigate the 
immediate problem. 
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Issue 1 1 : Flats Automation . 

We observed FSM under-utilization at many sites, and a tendency to send 
Periodicals flats (both polyw/rapped and not) meeting all FSM-881 
compatibility standards to the slower FSM-1000s or to manual sorting. We 
recommend a close review of opening unit operations to improve overall 
efficiency, and particularly efficiency for periodical flats. We recommend a 
number of initiatives to improve machine utilization, assure that automation 
compatible flats receive automated sorting to the extent possible, and 
reduce the number of handling steps. 

issue 12: interciass Cost Impact. 

Processing decisions made in the interest of overall efficiency appear 
sometimes to be increasing Periodicals costs. We recommend further 
analysis of these cost effects to ensure that attributed costs accurately 
reflect causality and determine if a remedy is required. 

Issue 13: Low Costs And Good Service Are Not Mutually Exclusive. 

We recommend an active campaign to raise cost consciousness among 
managers and supervisors and encourage solutions that reduce costs while 
also improving service. We strongly believe that fast service and low costs 
are not mutually exclusive. Both can be achieved by eliminating 
unnecessary handlings. 

Issue 14: Allied Operations And Cost Attribution Methodologies . 

Due to piece sorting automation, increased levels of presort, and a greater 
number of separate mail streams, allied labor today represents a large and 
still growing share of total mail processing costs. Most of the measured rise 
in Periodicals costs is due to the class's rising share of allied labor costs. 
We recommend that the Postal Service continue to study and model the 
volume variability of mail processing operations, and that it examine 
alternative procedures for distributing allied labor costs to products. 

Issue 15: Rate Design. 

Although the study of rates was not part of this team's mandate, we 
recognize that mailer preparation affects USPS costs and that rates can 
affect mailer behavior. As a general matter, and consistent with provisions 
of applicable law and precedent, we recommend that USPS evaluate rate 
incentives that (1) recognize and encourage mailers' beneficial worksharing 
activities, and (2) encourage mail preparation that minimizes postal costs.” 

(b) Has the Postal Service or the publication mailers adopted any of the 
recommended cost reduction measures? 
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Yes. The increased use of automation, focus on improving the effectiveness 
of postal processes, increase in the amount of direct pallets going to delivery 
units, and improved bundle preparation and handling are all underway in the 
Postal Service. The industry is focusing on the bundle preparation to reduce 
breakage and ensuring that mailers understand the importance of taking 
mail to the correct entry location, with mail prepared as required. The Postal 
Service is tracking actions with an implementation plan that includes 
progress reports to responsible officers each fiscal quarter. 

(c) Will any of these cost reductions be reflected in the next omnibus rate case? 

The rate filing is based on a fiscal year that occurred prior to the year that 
the team was operative, and many of the cost reductions would not be 
reflected in that base year. However, the potential utilization of automation 
was recognized in the filing and reflects the increased efficiency that would 
result. As the rate process unfolds, the other cost reduction impacts will be 
examined and included where applicable. 

116. Significant increases in Standard A Regular and Periodical Regular mail 
processing costs has led mailers to speculate that the Service has not been 
able to capitalize on the flat sorter automation program. Despite reported 
increases in bar code read rates, equipment, and efforts by the mailing 
industry to improve the quality of the flats mail stream, productivity 
apparently has not gone up. 

(a) How does the Service explain the large increase in costs for Standard A 
Regular mail? 

It appears that mail processing costs for flat-shaped mail have recently risen 
more than for all shapes combined. This affects the cost for Standard Mail (A) 
Regular because mail processing is an important cost component for that 
subclass, and a substantial portion of the subclass is flat-shaped. 

(b) To what extent is the reported cost increase of Standard A Regular the 
result of sampling and non-sampling error in the In-office Cost System? 

It is unlikely that the In-Office Cost System sampling and non-sampling 
errors are the cause of cost increases in Standard Mail (A) Regular. The 
sampling error (coefficient of variation) for mail processing costs of Standard 
Mail (A) Regular Is approximately one percent. To the extent that there is 
non-sampling error, a portion of if would be reflected in the sampling error. 
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The effect of other potential non-sampling error is not known. However, 
both the data collection instrument and the automated edit processes are 
designed to limit the introduction of non-sampling error in the estimates. 

While a potential for non-sampling error will always exist in any sample 
survey, no significant potential source of non-sampling error has been 
identified for Standard Mail (A) Regular in the In-Office Cost System. 

(c) How does the Service explain the large increase in cost for Periodical 
Regular mail? 

The overwhelming majority of Periodical Regular mail is flat-shaped, so that 
subclass has been especially affected by the recent above-average mail 
processing cost increases experienced by flats. The Postal Service has 
worked with representatives of the Periodicals industry to seek 
improvements in mailer and postal operations affecting Periodicals. The 
report of the Periodicals Operations Review Team identifies various areas 
that appear to be adversely affecting the costs for Periodical Regular mail, 
including transportation and processing methods. 

(d) To what extent is the reported cost increase of Periodical Regular the result 
of sampling and non-sampling error in the In-office Cost System? 

It is unlikely that In-Office Cost System sampling and non-sampling errors are 
the cause of cost increases in Periodical Regular mail. The sampling error 
(coefficient of variation) for mail processing costs of Regular Periodicals is 
approximately 1 .75%, To the extent that there is non-sampling error, a 
portion of it would be reflected in the sampling error. The effect of other 
potential non-sampling error is not known. However, both the data collection 
instrument and the automated edit processes are designed to limit the 
introduction of non-sampling error in the estimates. While a potential for non- 
sampling error will always exist in any sample survey, no significant potential 
source of non-sampling error has been identified for Periodical Regular mail 
in the In-Office Cost System, 

117. The theory of the “automation refugee” postulates that as the Service 
automates the processing of letters fewer employees are needed in letter 
operations. These employees are then assigned to other operations, such 
as flat sorting, which drives down productivity in those operations. 

(a) Has the Postal Service conducted any studies to explicitly study the staffing 
practices in the field in response to automation to determine whether the 
automation refugee theory is correct? If so, please provide the findings of 
the study for the record. 

We have not conducted any explicit studies to determine if the automation 
refugee theory is correct. 
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(b) Please report on how the Postal Service has and will assign remote barcode 
site employees made redundant by the Service’s impressive gains in read 
rates for letter mail. Please include detail as to which other operations these 
employees have been or will be assigned (mail processing, retail, delivery, 
administrative, etc.). What percent of the total staff at the RBCS sites that 
have been or will be closed will be retained and reassigned? 

Approximately 27 percent of the staff in the Remote Encoding Centers 
(RECs) that have or will be closed are career craft employees. According to 
the labor agreement between the Postal Service and the American Postal 
Workers' Union, the Postal Service has specific obligations to these 
employees. This includes data conversion operators and electronic 
technicians (maintenance employees). For these displaced career 
employees, the Postal Service will provide offers of employment in other 
postal facilities. These offers will be vacant positions where workload still 
exists. The electronic technicians are highly skilled and knowledgeable 
about automated equipment. There are many vacancies for these skilled 
employees. The priority for these reassignment opportunities will be in the 
local geographic areas where the closing RECs are located. These job 
opportunities may be in the local Processing and Distribution Center or other 
Post Offices. 

However, if productive work assignments are not available in the local area, 
then reassignments to positions elsewhere in the Postal Service will be 
offered. Again, these offers will only be made to positions where productive 
work assignments are available. It should also be noted that some employees 
will refuse to accept other postal positions if it is necessary to relocate to 
another part of the country. The need to relocate employees will vary from 
one REC location to another. At this time, we do not have enough experience 
in closing RECs to determine to what degree this will be necessary. 

With regard to the non-career transitional workforce which accounts for 
approximately 70 percent of the total REC staff, the Postal Service is not 
obligated to offer these employees other postal employment. However, 
these employees have been a valuable asset to the overall success of our 
REC operations and we will be assisting them in securing jobs outside of the 
Postal Service. We will be working closely with state and local employment 
agencies to this end. 

Approximately 3 percent of the total staff at the RECs are management 
employees. While there is no specific obligation to retain these employees, 
they possess valuable management expertise and will for the most part be 
offered positions elsewhere in the Postal Service. Again, these offers will 
only be made where productive work assignments exist and may be in the 
local geographic area or in another part of the country. 
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(c) What is the status and timetable for deployment of the FSMIOOO’s? Will the 
expected efficiencies from the FSMIOOO’s be reflected in the test year 
attributable cost of flats processing in the next omnibus rate case? 

Deployment of all planned FSM 1 000s (340 machines) was completed in 
June 1998, and barcode readers were added to all of them by March 1999. 
In addition, we are planning to deploy 175 Automated Flat Sorting Machine 
(AFSM) 100s from March to December 2000 to enhance and expand our 
existing flat processing capabilities. 

The expected efficiencies from both the FSM 1000s and the AFSM 100s will 
be appropriately considered in future omnibus rate filings. 

1 1 8. The Postal Service recently published its Annual Performance Plan for 
Fiscal Year 2000 as required by the Results Act. The Service will publish its 
first performance report next year on its performance in fiscal year 1999. 

(a) What is your view on the value of these reports to the Service? 

The four Annual Performance Plans published so far (both Preliminary and 
final Plans for 1999 and 2000) have provided an excellent opportunity to 
update ail Postal Service stakeholders, both internal and external, on the 
performance goals, action plans, and programs that will be put into place 
during the next fiscal year. 

The first Annual Performance Report for 1999 (to be published in February 
2000) will complement the Performance Plan by providing information on 
how well the various performance goals for the preceding year were met. 
Both documents serve as a checkpoint on how the strategies listed in the 
Five-Year Strategic Plan are working. 

11 9. GAO reported, in early 1998, on the Service’s introduction of new 
products. At that time, only 4 new products, out of 19, were making a 
profit. The Subcommittee is interested in getting an update on how those 
new products are performing today. 

(a) Please provide summary financial data and an update of new products 
marketed and/or under development during fiscal years 1995, 1996, 1997, 
1998, and 1999 (exclusive of capital and philatelic products): i-e., please 
update Table 1 on page 19 ofGAO’s November 24, 1998 report on new 
products (U. S. Postal Service: Development and Inventory of New Products 
(GAO/GGD-99-15, Nov. 24, 1998). As part of that update, please indicate 
any additional or discontinued new products. 
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Through 1 997, the Postal Service lost $84.7 million in the development of new 
products and services. Of this amount, $48,2 million was associated with 
products and services that have been discontinued. Since 1997, the products 
and services that were included in the original GAO report and that have not 
since been discontinued have generated a net surplus of $123.2 million, which 
more than offsets the $84,7 million loss. 

(b) In light of the GAO report on new products, has the Service implemented 
any changes to make the new product review process more effective? 

We believe the process is working effectively and have not made any changes. 

120. The Postal Service’s 1999 Performance Plan includes a goal to grow net income 
from new products and services by increasing revenue by $92 million. 

(a) What is the Postal Service’s goal for increasing contribution (revenue minus 
attributable cost) from new products and services? 

The goal is to maximize contribution through better selection of new products, 
cost controls, and quicker and more effective reaction to market conditions. 

With most new products, immediate positive contribution is not achieved 
during the introductory or test phase of the product cycle. By emphasizing 
management oversight, budget justification, and enhanced process review, 
we are striving to maximize the opportunity to recognize a positive contribution 
during the life of the product. 

(b) Would the Postal Service consider itself to have achieved this goal if new product 
and service revenues increased by $92 million or more but those revenues failed 
to cover the attributable cost of those new products and services? 

Like private industry, we do not evaluate our products in the aggregate. 

Each one is evaluated on its own merit, and we believe there have been 
some successes and failures among our products. Those products that do 
not exhibit a potential to provide or create acceptable contribution margins 
are terminated. 

121 . It has been reported that the Postal Service is exploring the idea of 
negotiated service agreements. Apparently the Postal Service is 
benchmarking the concept in order to determine how to structure NSA 
agreements and will consult with the Mailers Technical Advisory Committee 
(MTAC) concerning possible options. Concern has been raised in the 
development of the NSA provisions in H.R. 22 that NSAs should not result in 
pure volume discounts and that NSAs be made available to similarly 
situated mailers. 
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(a) Will the Postal Service address such concerns in its proposed NSA 
requirements? 

The Postal Service is currently analyzing operational, financial, regulatory, 
and legal issues raised by negotiated service agreements (NSAs). it is also 
studying the possibilities for establishing a process for the formal proposal 
and review of NSAs. This inquiry will include discussions with mailer groups 
designed to evaluate their interest in, concerns about, and suggestions for 
any proposed NSA review process. 

Our framework for the NSA discussion centers on potential agreements that, 
through some combination of attributes (worksharing, mail preparation, 
drop-shipment, etc.), result in a net benefit for the Postal Service and the 
affected mailer. Another important consideration would be the effect of a 
NSA on other mailers. To facilitate creative thinking, our study team has 
been encouraged to think about NSAs in the broadest possible context 
within the boundaries discussed above. 

While our study of negotiated service agreements within our current 
regulatory environment is only beginning, in the context of the proposed 
Postal Modernization Act of 1999 (H.R. 22), the Postal Service agreed that 
any negotiated service agreement should be made available to similarly 
situated mailers. In addition, we agreed that NSAs would not be a substitute 
for broader-based classification changes when the proposed NSA's terms 
and conditions could be readily extended to a significant proportion of 
mailers within a specific mail classification. 

122, in Docket No. 97-1 a rate anomaly was uncovered after rate implementation. 
Regular rates were incorrectly set less than certain equivalent nonprofit rates. 

(a) Have measures been put in place to detect rate anomalies in the future? 

The complicated rate structures, especially in Periodicals, increase the 
likelihood of rate anomalies. In Docket No. R97-1 , for example, no Regular 
rates were set lower than equivalent nonprofit rates; however, the 
combination of these rates for certain publications produced lower postage 
amounts using Regular rates than nonprofit rates. While we would like to be 
able to say we can identify every possible anomaly, we can not make such a 
sweeping statement. We are, however, closely monitoring our rate 
development to flag rate anomalies. We are also contemplating suggested 
changes to the Revenue Forgone Reform Act that would eliminate the 
possibility of anomalies in Periodicals. 
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1 23. Concern has been raised as to whether the Postal Service in its role as a 
regulator has treated potential vendors of new computer-generated postage, 
or PC Postage, on an equal basis with regard to testing, certification and 
product deployment. 

(a) What processes and internal safeguards has the Postal Service put in place 
to assure that all current and potential vendors be afforded equal treatment 
with regard to the PC Postage program specifications, technical and 
marketing support? 

The Postal Service has developed its performance criteria for PC Postage 
through public rule making processes published in the Federal Register. 
Published documentation for product submission and development is 
achieved through an iterative process with input from the general public, 
private companies, and academia. Commercial companies develop PC 
Postage products in response to published performance criteria that are 
publicly available. Product Submission Procedures that delineate 
comprehensive test and evaluation requirements are also publicly available. 

The approach is referred to as being in the “sunshine" because program 
advances are achieved through public forums and participation. 

The Postal Service uniformly applies an extensive evaluation process to 
ensure product security and financial and operational integrity that includes 
participation from independent security specialists. Computer components 
of PC Postage products that account for postal revenues are evaluated by 
private companies certified by the National Institute of Standards and 
Technology (NIST). Extended field testing with customers is included as a 
critical element before products are approved by the Postal Service for 
commercial distribution. The field testing strategy is documented by the 
Postal Service and shared with participating product providers. The result of 
this process is the introduction of new products and new companies in the 
marketplace as they successfully demonstrate response to universally 
applied requirements. 

1 24. Currently the “PC Postage” is restricted to usage on First-Class, Priority, 

Express and Standard B (parcel post). 

(a) What technical, legal or administrative constraints prevent the Postal Sen/ice 
from expanding use of PC Postage to international and other services, 
including insured, certified and registered mail? 

The initial service offerings were targeted to the basic mailing profile of small 
office/home office businesses. The first generation products provide a 
benchmark of experiences for the customer, the vendors, and the Postal Service 
in order to intelligently target expansion and usability features of the products. 
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The Postal Service is actively working with the product providers to respond to 
customer feedback regarding usability features. Incorporation of additional 
services such as insured, certified, and registered mail requires consideration 
of service specific mail processing and forms requirements. The Postal 
Service expects to support expansion to these offerings during FY 2000. 

Expansion to support International mail requires a technical solution to the 
security requirement for inclusion of the delivery point code in the indicia. A 
proposed solution is currently under review and the Postal Service expects to 
support expansion to include International mail during FY 2000. 

(b) When does the Postal Service anticipate that usage of PC Postage will be 
expanded to other categories of mail? 

See the response to Question 124(a). 

fcj Since PC Postage was approved on August 9 what has been the market 
response to PC postage? 

Stamps.com said it ended 1999 with more than 87,000 licensed customers. 
E-Stamp reported that it had in excess of 1 3,000 customers as of 
September 30, 1999. In late January, a spokesman of E-Stamp Indicated 
that he did not dispute the current estimate of 30,000 customers that is 
being reported by financial analysts. 

A study released in early February by the International Data Corporation (IDC) also 
reported that small businesses and home offices in America have spent $8.2 
million on PC Postage products. IDC estimates that annual spending will approach 
$300 million by the end of 2000 and $600 million by the end of 2001 . 

(d) What does the Postal Service’s market research indicate as the anticipated 
market response to PC postage? Has the market response since rollout in 
early August met expectations thus far? Does the Postal Sen/ice anticipate 
a reduction in stamp production as a result of migration to PC postage? 

Market research data suggests the rate of adoption of computer-generated postage 
will be rapid, similar to the adoption of personal computers and the rapid growth of 
the Internet. The report by IDC mentioned in the response to Question 124(c) 
estimates that annual spending on PC Postage will approach $300 million by the 
end of 2000 and $600 million by the end of 2001 . The initial market response, as 
described in the response to Question 124(c), has met expectations. 

The Postal Service has not studied the impact of PC Postage on stamp 
usage, and does not predict a reduction in stamp production as a result of 
migration to PC Postage. Most customers who have begun using PC 
Postage (primarily small businesses) are likely to have used postage meters 
or postage strips attained at a postal counter rather than postage stamps. 
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(e) Will the introduction of PC Postage have a capturable saving in window 
service workhours as a result of reduced purchases of stamps and meter 
setting at retail windows? If so, please provide an estimate of such savings. 

The Postal Service does not expect and has not estimated any window 
service work hour savings related to PC Postage. As discussed in the 
response to Question 124(d), we do not predict a significant decline in the 
use of postage stamps because of the use of PC Postage. In addition, 
mechanical meters are no longer set at retail windows. The transition to 
remote set meters was made in 1995. 

125. A common complaint concerning PC-postage is that it cannot be used for 
pre-addressed envelopes because each stamp must be printed with the 
address. 

(a) How does the Postal Service intend to address this limitation? If the Postal 
Service does not intend to remove this limitation, please explain why. 

The Postal Service is working with the providers of PC Postage to develop 
new solutions to enhance these services. The current criteria requires the 
maintenance of a unique relationship between the destinating address and 
its associated printed indicia as a security feature. This required security 
element currently precludes the ability to print a “stamp” without its 
associated address. The Postal Service is working, however, with product 
providers and the industry on a security solution that will allow the use of 
window envelopes in the future without jeopardizing revenue protection 
security requirements. 

1 26. Last year the Postal Service reported that additional transportation 
infrastructure has helped improve service performance. 

(a) To the extent that sen/ice performance has improved, how has additional 
transportation infrastructure contributed to that improvement? 

In July 1 998, the Postal Service added dedicated air transportation to help 
improve the on-time performance of Priority and 3-day First-Class Mail, 

This new dedicated air transportation operates during the day and has 
reduced the volume of mail that is transferred at commercial air hubs. This 
transfer volume had often failed to connect with its intended flight resulting 
in sub-par service. The implementation of the dedicated daytime network 
has removed 214 million pounds of mail per day from commercial air 
transportation. This network diversion allows the commercial carriers to 
more efficiently handle the remaining volumes. 
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The Postal Service’s daytime dedicated network has an on-time 
performance rate of 91 percent. Performance by commercial air carriers 
has been 20 percent below that mark. In addition, the Postal Service 
operates two nighttime air networks for the purpose of transporting its 
overnight Express Mail products. These networks, which are commonly 
referred to as ANET and WNET, achieved a 98 and 97 percent on time 
performance, respectively, during the past year. 

(b) Has the Postal Service made further investment in transportation 
infrastructure or instituted other programs aimed at improving service 
performance? Please summarize the latest developments in this area. 

In FY 1999, the Postal Service increased spending for contractual 
transportation by $900 million, an 8.9 percent over FY 1998. We increased 
spending for domestic air transportation by more than $450 million and 
highway transportation by $200 million, or 7.1 percent. Other actions taken 
to improve service can be found in the response to Question 128(b). 

127. The Postmaster General recently testified that every location in the 

contiguous United States had an EXFC score of 91 percent or better for 
local service. He reported that the national average stood at 94 percent and 
that scores for two-and-three day commitments were "your best ever.” 

(a) For the record, what are the final FY 1999 scores for First-class overnight, 
2-day and 3-day mail? 

The final FY 1 999 service performance scores for Quarter 4 are 94 percent for 
overnight committed First-Class Mail and 88 percent for combined two- and 
three-day committed First-Class Mail. 

The final FY 1999 aggregate scores for the year (Quarters 1-4) are 93 percent 
for overnight committed First-Class Mail and 86 percent for combined two- and 
three-day committed First-Class Mail. 

(b) Will the FY 1999 calculation of variable-based pay be based on the overnight 
or the composite EXFC score? 

The on-time delivery component of the FY 1999 Variable Pay Program was 
based on the performance scores for overnight committed First-Class Mail, 
two- and three-day committed First-Class Mail, and Priority Mail. Failure to 
obtain the overnight target excluded the Performance Cluster or Area from 
the entire Voice of the Customer (VOC) service component. If the overnight 
target was met, achieving the two- and three-day goal earned 50 percent of 
the VQC portion and achieving the Priority Mail goal earned the remaining 
50 percent. 
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(c) Has the Postal Service achieved its target for a 2-percentage point increase 
in 2-day and 3-day mail performance? If not, how do you explain the failure 
to achieve the targeted improvement? 

Yes, the Postal Service did improve its two- and three-day committed First-Class 
Mail performance by two percentage points in FY 1999, The FY 1998 two- and 
three-day combined aggregate score (Quarters 1-4) was 82 percent. As reported 
in response to Question 127(a), that score improved to 86 percent in FY 1999. 

128. In its 1998 Performance Plan, the Postal Service established Voice of the 

Customer Performance goals to provide timely delivery. Specifically, the FY 2000 
goals for First-Class Mail are to achieve overnight First-Class Mail on-time 
performance of at least 93% and two- and three-day delivery of 90%. The Postal 
Service has achieved 94% overnight and 87% two- and three- day delivery, 

(a) Given the latest figures has the Postal Service considered raising its First- 
Class overnight goal? Does it appear that the Postal Service is on track to 
achieve two- and three-day delivery of 90% on-time in FY 2000? 

The Postal Service has decided to maintain its 93 percent target for overnight 
committed First-Class Mail in FY 2000 as it ramps up service in other areas. 

The target for two- and three-day committed First-Class Mail has been set at 
88.7 percent for FY 2000, one full percentage point above last year's result. 

It is too early to tell if the Postal Service is on track to reach its two- and three-day 
target. However, the Postal Service is confident that it can achieve this goal. 

(b) Please update us on the status of actions the Postal Service has taken in 
the last year to improve the delivery of 2-day and 3-day mail and give 
specific examples of whether these actions contributed to improving timely 
delivery of 2-day and 3-day mail. 

The following list represents some of the actions taken by our operating 
areas in order to improve service: 

• Established field traffic management positions in some of the Air Mail 
Centers (AMCs) to monitor internal and external processes, review ramp 
operations, address air carrier capacity issues, analyze daily volume 
conditions on flights, and inform local management of areas of 
opportunity for improvement. 

• Developed process reviews that include a decision-making process map 
of how to deal with the top ten under performing intra-area city pairs. 

The approach was used to identify those routes with the most 
opportunity for improvement and those with the largest potential for 
improving performance scores. 
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• Reviewed and adjusted transportation configurations to maximize mail 
flow efficiencies between Hub and Spoke (HASP) operations and 
diverted mail from air to trucks to increase control over mall movement 
and reduce the risk of airline delays. 

• Refocused efforts on the late arriving managed mail (LAMIV!) program 
that identifies late arriving transportation routes and patterns and targets 
them for improvement. 

• Took steps to strengthen lines of communication between contiguous areas to 
ensure that performance issues and opportunities are honestly discussed so 
that improvements can be identified and made more quickly. 

• Developed standard operating procedures for the Air Mail Centers to 
ensure that mail gets on the correct flights. 

• Had AMC managers review area opportunity reports for two- and three- 
day mail, identify under-performing city pairs, and contact their 
counterparts in other AMCs to discuss root causes of problems and 
solutions that could be put in place to improve service. 

• Focused on to intra-high failure contributing pairs by conducting weekly 
telecons with assigned personnel to pinpoint transportation problems and 
revamp transportation networks by instituting zero based procedures to 
meet service needs. 

• Deployed Network Specialists to update and verify the accuracy of 
transportation management systems. This verification included correcting 
any discrepancies noted in distribution, labeling, routing, and dispatching. 

• Adjusted critical entry and clearance times to facilitate the timely 
processing of high mail volumes. 

These activities helped each of the Postal Service’s operating areas to improve 
their performance for two- and three-day committed First-Class Mail. 

129. The external first class (EXFC) service performance measurement system is 
audited by Ernst & Young as part of the financial audit. 

(a) Please provide a copy of the FY 1999 annual audit and discuss, in detail, 
the scope and method of the audit of the EXFC service performance 
measurement system. 

EXFC service performance is a compensable indicator in the EVA Variable Pay 
incentive program. Ernst & Young audits the results and payout information for 
each compensable indicator, comparing them to source documents. 
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The Postal Service does not have information on the audit methods used by 
Ernst & Young. A copy of the audit from the 1999 Annual Report is attached 
(Attachment 10), as well as the Ernst & Young report entitled “Financial 
Statements, United States Postal Service, Years ended September 30, 1999 
and 1998 with Report of Independent Auditors” (Attachment 1 1 ). 

(b) Did Ernst & Young find anything that required any adjustments to the 
results? If so, please describe the nature of those adjustments. 

No, Ernst & Young did not find any issues that required changes to the results. 

1 30. In the past the Service has refused to publicly release the results of on-time 
delivery of Priority Mail. 

(a) Has the Postal Service changed its position? If so, please provide the 
results for the record. 

No, we have not changed our policy. 

131 . Some have argued that since Priority Mail is to a great extent protected by 
the statutory letter monopoly, the Postal Service should be obliged to 
release this data publicly, at least for the pieces that fall within the scope of 
the monopoly. This argument seems unassailable. The Postal Service told 
the Subcommittee last year that: “We believe that the general public is 
entitled to a level of information which allows them to grade our 
performance, particularly as it relates to the provision of First-Class Mail 
service, which benefits from the protections of the Private Express Statutes.” 

(a) Please provide the results of on-time delivery for Priority Mail that falls within 
the scope of the Private Express Statutes. 

The Postal Service does not measure on-time delivery performance for the 
portion of Priority Mail that falls within the scope of the Private Express Statutes. 
On-time delivery performance is measured for Priority Mail as a whole. 

(b) Please provide the results of service performance measures for Standard A 
mail that falls within the scope of the Private Express Statutes. 

The Postal Service does not have a separate service performance measure 
for the portion of Standard Mail (A) that fails within the scope of the Private 
Express Statutes. 

(c) If your response indicates that the Service does not know which Priority Mail 
pieces fall within the scope of the Private Express Statutes, please provide 
the best available information or approximation of the percentage of 
monopoly-protected pieces and on-time delivery estimates for such mail. 
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The Postal Service has not conducted a formal study of the percentage of 
Priority Mail pieces that fall within the scope of the Private Express Statutes. 
Any estimate of the percentage of Priority Mail falling within the Statutes would 
have to be based on the exterior shape or weight of Priority Mail pieces, and 
would not be statistically valid. The best available approximation of the on-time 
delivery estimates for this mail is the national on-time delivery data provided in 
the response to Question 131(e). 

(d) What was the split of total Priority mail pieces between letters/flats and 
parcels in FY 1998 and FY 1999? 


1 Priority Mail 

FY 1998 

FY 1999 

i Letters/Flats 

34.9% 

36.0% 

1 Parcels 

65.1% 

64.0% 


(ej As we understand it, the external measurement system for Priority Mail uses 
only flat shaped pieces as test mail. Does the Postal Service have any 
external measurement service performance for parcel shape Priority mail? 

Please provide the Origin Destination Information System (ODtSj number of 
pieces by days to delivery (1 day, 2 day, 3 day, etc.) separately for flat and 
parcel shaped Priority mail for FY 1998 and FY 1999. 

The Postal Service does measure small parcels in its external Priority End-To-End 
(PETE) measurement system. 

The following are the Origin Destination Information System (ODIS) results: 


Shape 

Fiscal 

Year 

1-day Volume 

2-day Volume 

3-Day Volume 

Flats 

1998 

114.2 

155.8 

50,5 

Fiats 

1999 

115.3 

164.0 

49,4 

Parcels 

1998 

133.8 

291,8 

87,3 

Parcels 

1999 

123.7 

294.3 

81.4 


The above information excludes mail where the postmark information does 
not allow days to delivery to be calculated. 

1 32. Last year, the Postal Service indicated to the Subcommittee that it Intended 
to use delivery confirmation service performance information to evaluate the 
performance of Priority Mail. 

(aj Has that evaluation been done? Please report the results. 

The Delivery Confirmation system will be used to measure service performance 
in FY 2001. 
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133. The Executive Director of the National Federation of Nonprofits (NFN) \«rote a letter 
to the Vice President of Field Operations Support at Fleadquarters. He reported that 
he is receiving an increasing number of complaints from members about severe 
delays in delivery of Standard A mail and about apparent non-delivery. He enclosed 
a letter and attachments from a member whose mail is about half the time late or 
not delivered . This situation is of great concern to the Subcommittee. 

(a) Please provide a copy of the response to the NFN’s letter. 

A copy of the response is attached (Attachment 12). 

(b) What is the cause of such poor service performance? 

Service performance can fluctuate due to numerous variables, including the 
makeup of the mailing and the volume levels, staffing, routing processes, 
and even the weather at each individual location. 

(c) What actions has the Service taken to improve the service given to Standard A 
mail in general and Standard A Nonprofit mail in particular? 

We have taken a number of actions to improve Standard Mail (A) service. We have 
continued to deploy automated letter processing equipment, develop standard 
operating procedures for operations, and improve the readability of our equipment. 

To improve service for flat-shaped mail, we have developed and deployed the 
Automated Flat Sorting Machine 100, added the Optical Character Reader to the FSM 
881 , added a barcode reader to the FSM 1000, and issued and updated a Strategic 
Improvement Guide for Flats Processing (October 1998 and September 1999). 

(d) Without a service performance measurement system for Standard A mail, how can 
the Postal Service ever hope to prevent and eradicate such poor levels of service? 

There are several methods used by mailers and the Postal Service to evaluate 
service. They include the use of Planet Codes to track mail and the use of 
diagnostics and reporting systems such as the Daily Mail Condition Report (DMCR) 
and review of on-hand voiumes. 

134. In June of 1997 the Postal Service contracted with REMITCO Management 
Corporation to operate a bill payment processing center in New York City. At that 
time, the Chief Marketing Officer (CMO) and Senior VP characterized REMITCO as 
one of several related service initiatives the Postal Service is working on to 
promote continued use of the mail for consumer bill payment and protect a strong 
revenue source. The REMITCO contract was seen as a logical extension of the 
core business of the Postal Service — processing First-Class Mail. The CMO 
claimed that slowing the migration of mail-based remittances to electronic and 
other alternative forms of payment will save Postal Service jobs. 
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In the 1998 Comprehensive Statement the Postal Service stated that 
REMITCO is a very high volume retail remittance payment service and that 
it is planned as a national network of processing locations. The GAO 
reported in November of 1998 that through Quarter 3 of FY 1998 REMITICO 
shows a loss of $6.3 million on revenue of only $2.3 million. 

It has recently been reported that REMITCO was purchased by its 
management team. The Board of Governors reportedly deemed that it was 
inappropriate for the Postal Service to compete with the private sector in the 
payment processing business. The manager of retail payment programs 
reported that the Board of Governors didn’t believe Service should be in the 
remittance processing industry. 

(a) What are the final revenue, cost and loss/profit from REMITCO for FY 1998 
and FY 1999? 

For FY 1998, total revenue was $4.4 million and costs were $12.4 million, 
resulting in a loss of $8 million for the year. In FY 1 999, total revenue was 
$5.7 million and costs were $13.9 million, resulting in a loss of $8.2 million. 

(b) What were the terms of the sale to REMITCO management? Did the 
Service recover its $2 miilion investment in the New York facility? 

In July 1999, the Postal Service completed a legal agreement to transfer the 
ownership of REMITCO from the Postal Service to the REMITCO 
Management Corporation. The primary goal of transferring REMITCO to the 
private sector was to ensure the continuation of excellent sen/ice to our 
customers. The secondary goal was to minimize the financial costs and 
risks to the Postal Service attendant to the transfer. 

As part of the agreement, the Postal Service agreed to transfer to the 
REMITCO Management Corporation (RMC) all furniture and equipment at 
the facility in exchange for the ownership of the operation. The Postal 
Service also agreed to fulfill the contractual terms of the agreement with 
some of our major mailers that extended through 2001 . Also included in the 
agreement was the cost of existing operations, maintenance contracts, and 
lease payments. RMC assumed the remaining terms of the existing 
contractual commitments and liabilities with our customers. With the Postal 
Service not currently in a position to rapidly expand the REMITCO 
operations to multiple sites throughout the United States, we felt it was most 
appropriate to transfer the business to a private company to ensure 
continued service to some of our largest customers for remittance mail. The 
Postal Service would have incurred further operating losses if it had 
continued to honor customer contracts with just one site in operation. 
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The $2 million associated with the New York facility was part of the start up 
costs of the REMITCO program and is reflected in the overall results 
reported in the response to Question 134(a). 

(c) What are the current duties and responsibilities of the manager of retail 
payment programs? What other new retail payment programs does the 
Postal Service have under development? What ever happened to Customer 
Initiated Payment System (CIPS)? 

CIPS has been discontinued and the position of Manager, Retail Payment 
Programs, has been abolished. No new payment programs are being developed. 

(d) Does the Postal Service believe that the REMITCO venture was at all successful 
in promoting the continued use of the mail for customer bill payment? 

The Postal Service’s primary goal in establishing REMITCO was to encourage 
companies that send high volume of bills to consumers to maintain or increase 
their use of First-Class Mail. While limited to just the one site, the Postal Service 
was successful in attracting six major companies to process their remittances 
through the REMITCO operation. REMITCO also focused the Postal Service on 
remittance mail and remittance mailer needs. The remittance mail float model and 
a national firm hold out program grew out of the REMITCO program. 

135. The Postal Service revenue protection program includes eligibility reviews 
that sometimes result in reversals of rulings. This often results in significant 
postage due bills for mailers. 

(a) Does the Postal Service collect information with regard to the nature, scope and size 
of such rulings? If so please provide a summary of all activity over the last year. 

The Postal Service's revenue protection program is an interdepartmental 
initiative involving Marketing, Finance, the Inspection Service, the Office of the 
Inspector General, and legal personnel. Through this program, the Postal 
Service strives to ensure that it is paid for the services that it provides. In the 
process, we seek to treat all customers equally, making sure no mailer has an 
unfair advantage over those who submit similar mailings. 

The primary focus of revenue protection efforts is to ensure that the Postal 
Service is fully paid for mailings at the time of acceptance, thereby eliminating 
the need to review past mailings. The Postal Service is continually exploring 
new technologies and systems to help it achieve this goal, and a number of 
initiatives will be in place soon. The program also provides substantial 
training in mailing standards for customers and postal employees; these 
educational programs ensure that mailers design, prepare, and submit 
mailings that qualify for the rates claimed. 
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As the question indicates, a portion of the revenue protection program 
involves reviews that can result in findings that postage was underpaid on 
past mailings- These reviews may result in the assessment of postage due, 
Procedures for review and collection of these assessments have recently 
been revised with input from our customers. In the majority of cases, these 
assessments do not reverse previous rulings. The problems that arise are 
generally those that postal clerks or other personnel at the entry post office 
cannot practically review in an expeditious manner. There are a relatively 
small number of cases where mailers have received erroneous written 
information from postal personnel, usually at a local office. In these cases, 
postal finance officials are authorized to waive any assessments resulting 
from that erroneous advice. 

One element of the revenue protection team is the Revenue Assurance 
Group in the Finance department The Revenue Assurance Analysts 
develop reports that provide the basis for many revenue deficiency 
assessments. In FY 1999, the analysts identified $84.4 million in revenue 
deficiencies in 13 categories shown below. 


($ in thousands) 


Service Option 

Amount 

Standard Mail (A) 

$31,914 

Periodicals 

$19,094 

First Class Mail 

$17,225 

OMAS 

$7,377 

Postage Due/Business Reply 

$4,282 

Specialized Programs 

$1,842 

P.O. Box Rental 

$888 

Caller Service 

$823 

Express Mail 

$400 

Standard Mail (B) 

$302 

Postage Meters 

$120 

Bulk Mailing Fees 

$61 

Miscellaneous 

$53 

Total 

$84,381 


136. The lack of consistency in the application and interpretation of mailing 
requirements and regulations has been a major concern to mailers who 
often are victims of a reversal of historically and agreed upon practice. 

(a) Has the Postal Service beefed up its training efforts in this area to assure 
that mail eligibility personnel "get it right the first time"? 
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As part of the Business Mail Entry Unit (BMEU) Proficiency Program, 16 hours 
of technical training is provided annually to the approximately 4,800 business 
mail entry employees. Each employee is taught probing skills to help them get 
more specific, accurate responses from customers. 

Through the Mystery Caller program, we continually measure the proficiency 
of our clerks and provide them with additional training focuses areas that 
need improvement. The measurements are published quarterly. 

In addition, training for new employees has been centralized at the BMEU 
Academy at the National Employee Development Center in Norman, Oklahoma. 
We expect to train approximately 500 new employees each year at this state of the 
art facility, which replicates the actual BMEU work environment. This approach will 
ensure greater consistency in the way training materials are presented and in the 
information that customers receive at different mailing locations, 

137. In a 1996 GAO report, the Postal Inspection Service has said that theft of mail from 
mailboxes is a very serious problem. Last year in response to the Subcommittee 
questions the Service reported on efforts to prevent theft of mail from mailboxes. 

(a) Have these efforts been effective? Please update the statistics on mail theft 
you provided last year. 

The Postal Inspection Service has seen a decline in mail theft volume 
attacks over the past two years. A volume attack is defined as the theft of 
mail from a receptacle designed to hold large quantities of mail. In FY 1998, 
the number of volume attacks was 4,570; in FY 1 999 the number was 3,435, 
a decrease of 25 percent. The Inspection Service believes that preventive 
measures, such as adding enhanced security features to the Neighborhood 
Delivery Collection Box Unit (NDCBU) and USPS Collection Box have 
significantly contributed to the reduction in the number of volume attacks. 

Due to the decrease in the number of mail thefts, the Inspection Service has 
been able to put greater focus on the resolution of these crimes. In FY 1998, 
Postal Inspectors arrested 4,397 non-employees for mail theft; in FY 1999 the 
number of arrests increased by 4 percent to 4,550, 

138. The “Stamp Out Breast Cancer Act,” enacted August 13, 1997, required that 
the Service market, for 2 years, a semipostal stamp to raise money for 
breast cancer research. The Service’s Breast Cancer Research stamp is 
priced at 40 cents— 33 cents for postage with a 7-cent surcharge, The net 
proceeds from the surcharge are being given to the National Institutes of 
Health (NIH) and Department of Defense (DOD) for breast cancer research. 

If the Breast Cancer Research stamp is successful, and there is 
overwhelming support for additional semipostai stamp issues, how would 
the Service respond to such questions as: 
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fa) Which types of causes should be supported by a semipostal stamp ? 

In our view, if any new semipostals are issued, they should be reserved for causes 
that are of great national concern and critical, imminent need. 

(b) How many different semipostal stamps should be issued each year? 

Due to the complexity of the process, we would advocate that no more than 
one semipostal be issued each year. 

(c) If semipostal stamps were to become a permanent fixture within the Service, 
what changes, if any, would the Service make to its infrastructure to 
accommodate the new stamps? 

It is difficult to determine without further study. Specific criteria would have 
to be developed and a review committee established to determine what 
changes we would need to make to our infrastructure. 

(d) Assuming that the Breast Cancer semipostal is successful, what plans does 
the Postal Service have for independently issuing semipostal stamps, 
without awaiting Congressional mandates? 

The Postal Service has no plans to issue semipostal stamps without 
Congressional mandates. 

(e) Would the Postal Service consider developing a new process and separate 
criteria for the Citizens’ Stamp Advisory Committee to use in making 
semipostal decisions? 

It would be extremely difficult for the Citizens’ Stamp Advisory Committee to 
develop a new process and separate criteria for selecting semipostal 
subjects. There are hundreds, if not thousands, of worthy causes and 
organizations that exist today, and it would be difficult to rank one ahead of 
another. Another complicating factor is the fact that many organizations 
have asked for semipostals over the years and been turned down. Fairness 
would dictate that they be given due consideration. 

1 39. The Stamp Out Breast Cancer Act states that the Postal Service is to deduct 
its reasonable costs from the surcharge associated with the sale of the 
semipostai Breast Cancer Research stamp. 

(a) What costs are the Service tracking, and what percent of the stamp’s 7-cent 
surcharge is the Service retaining to cover costs? 

Through Accounting Period 5, ending January 28, 2000, the Postal Service has 
retained $200,000 in costs out of the $11.1 million raised for research. 
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The costs we are currently tracking include: stamp design, printing and 
manufacturing, employee training, the reprogramming of window automation 
devices, market research, advertising and promotion, the printing of customer 
receipts, stamp packaging, vending machine reconfiguration, and legal fees. 

If additional costs are ascribed, we will update our figures. 

140. Last year the Postal Service reported on its relationship with Treasury. You 
reported that your meetings with Treasury had been cordial and have served to 
increase understanding regarding the other party’s viewpoints. You reported 
that many questions remain regarding Treasury's capability to deliver certain 
important financial services. You reported that relatively straightforward issues 
have remained unresolved. 

(a) Please update us on your efforts to improve your working reiationship with 
Treasury. 

Our working relationship with Treasury has improved substantially over the past 
year. We have reached agreement with Treasury on key borrowing and cash 
management issues, and we have ongoing dialog with Under Secretary Gary 
Gensler and Fiscal Assistant Secretary Donald Hammond and their staffs. 

(b) Have those supposedly straightforward issues been resolved? 

Yes. We have resolved all outstanding issues with Treasury. 

(c) What is the status of your dispute with Treasury over note purchases 
agreement language that, in your view, would dilute the Service’s authority 
to determine its cash and debt balances? 

We have reached agreement on all issues. In March 1999, the Postal 
Service and Treasury signed a Note Purchase Agreement that addressed 
the concerns and met the objectives of each party. 

(d) Has the overnight borrowing cap been raised from $300 million to $1 billion 
as you expected last year? 

The Note Purchase Agreement contains terms that permit the Postal Service to 
borrow up to $600 million overnight on same-day notice. Together with other 
short-term borrowings available under the Agreement, the $600 million level 
meets the Postal Service's needs. 

(e) Has the Treasury been more timely than in the past in responding to the 
Service’s needs for new products? 

Treasury has been quite responsive to the Postal Service. Overall, we are 
very pleased with Treasury’s service and with the state of the reiationship. 
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141. On September 10, the Subcommittee on Government Management and 
Technology gave the Postal Service a “D’ on its listing of High Impact 
Federal Programs’ Year 2000 Readiness. That Subcommittee did not at 
that time consider the Postal Service ready for Y2K. 

(a) Has the Postal Service reviewed the basis for the “D” grade? Do you 

understand why you got a "D’? Has the Service taken action to improve your 
grade as determined by that Subcommittee? Will the Postal Service be ready? 

While the Subcommittee's assessment included a number of important 
program elements, it was not an assessment of our overall readiness status. 
Rather, the Subcommittee reviewed information involving readiness of a 
limited number of key suppliers and electronic data interfaces. At the time of 
the assessment, one interface test had not been performed because the firm 
had not completed its system work. Testing, however, was successfully 
performed on October 4, 1999. 

142. During the joint hearing before three House subcommittees in February, 

Chief Technology Officer Norman E. Lorentz expressed his confidence the 
Postal Service is taking on the challenge that everything possible is being 
done to minimize the potential for disruption that could arise from the Year 
2000 computer problem. Though the Postal Service may be up and 
running, it is dependent on numerous contractors for its success. 

(a) Please update the Subcommittee on the readiness of Postal Sen/ice 
contractors. 

The vast majority of Postal Service critical contractors were Year 2000 
ready. To be considered Year 2000 ready, a company needed a readiness 
program in place that has the support of executive management. In 
addition, the company must have remediated and tested its mission critical 
systems and facilities, investigated the Year 2000 readiness of its own 
suppliers, and put in place contingency plans to mitigate unanticipated Y2K- 
related problems. Our actual rollover experience validated the conclusions 
we had drawn regarding the readiness of our key suppliers/contractors. 

(b) On how many contractors and suppliers is the Postal Service dependent? 

As of December 1 , 1999, Postal Service Headquarters identified 266 
national critical suppliers, and the field organizations identified an additional 
712 local critical suppliers. 

(c) How many Postal Service contractors are Year 2000 ready? 
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By December 1, 1999, 100 percent of the Headquarters-identified critical 
suppliers were Year 2000 ready or expected to be Year 2000 ready. Of the 
critical suppliers identified by the field organizations, 99 percent were ready or 
expected to be ready. One percent of the local suppliers had Year 2000 related 
issues that required close monitoring. For these suppliers, contingency plans 
were developed to mitigate the potential risks. Our experience during the Year 
2000 rollover period validated the assessment of supplier readiness. 

(d) What assurances does the Postal Service receive that the contractors are 
ready? 

The Postal Service assesses a supplier’s readiness based on all available 
data, including SEC disclosure statements, responses to a USPS Year 2000 
questionnaire, discussions with company representatives, publicly available 
information, and in the case of key suppliers, on-site visits. The readiness 
assessment efforts of the Postal Service are contingent upon supplier 
cooperation and are consistent with federal and commercial standards and 
practices. Having come through the rollover period with no significant 
issues — internally or externally — we believe that our preparatory and 
cooperative work with suppliers provided us with accurate assessments of 
their capabilities during that critical time. 

(e) Is there a penalty for affirmative assurances that prove to be erroneous? 

There is no special contract clause or other legal authority that authorizes 
the Postal Service to conduct Y2K-related audits, or to compel a company to 
provide Year 2000 information. However, if a company is unable (due to 
Year 2000 failure or any other problem) to provide the goods or services for 
which a contract is in place, the Postal Service would be able to take action 
under the default terms of the contract. 

It should be noted that most affirmative assurances we have received from 
our suppliers contain a standard Information Readiness Disclosure Act 
notice that grants them some protection regarding the information disclosed 
if it was provided in good faith. 

(f) What are the contingency plans for alternative service? 

Supplier contingency planning may include alternatives such as a process 
change, a work-around, the stockpiling of supplies, the identification of 
alternate suppliers, or some combination thereof. 
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(g) Is the Postal Service within its goals to have its mission critical systems 
tested and verified by September 1999? How many of the mission critical 
systems are compliant (what percent?)? Is the remediation system on 
schedule? Are the business continuity and contingency plans in place and 
verified? Is there a complete inventory of embedded chips? What is the 
status of the important but not mission critical systems? 

All 1 37 of the Postal SePi/ice’s mission critical systems were certified as Year 
2000 ready before January 1 , 2000. As an additional level of assurance, each 
system also successfully passed an independent verification process. The 
deployment of our one remaining Important but Not Mission Critical system, 
the Organizational Management Staffing System, supports organizational staff 
planning and is not essential to the Postal Service's core business processes. 

A work-around for this system was implemented. Our Business Continuity 
Plans were developed and rehearsed. The Postal Service also assessed the 
processes that rely on embedded chips, consistent with recommendations of 
a recognized Year 2000 consulting firm. We are confident that the processes 
relying on embedded chips will operate correctly. 

142. As we know, most computers exchange data with other computer systems. 
However, external data that is not Y2K compliant can easily corrupt 
computer systems that are Y2K compliant. 

(a) Is it part of your commitment to have a complete inventory of the data 

exchange, particularly with external exchanges? Do you know which ones of 
these exchanges are compliant? Is this data shared with any other agency? 

The Postal Service completed its external data exchange inventory before 
January 1 , 2000. Our Year 2000 readiness efforts on external interfaces 
were also completed. Readiness efforts included sharing data with our 
government and commercial business partners where appropriate. 

143, The Postal Service has a major responsibility, and some may even say an 
obligation, to avoid malfunctions so that mail services remain stable - even 
though the rest of the country may face computer malfunction. There is every 
possibility of a mail surge - not only because of the holiday season mail but 
also because other entities are relying on mail service over e-mail, e-commerce 
or fax. There is significant cost to avoiding these inherent problems, 

(a) Has the Postal Sen/ice stayed within its projected $500 to $700 million 
budget to fix the Y2K problem? 

Yes. When all accounting has been completed, it is likely that project costs 
will be at the low end of this range. 
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(b) If there is cost overrun in this regard, how is it explained? 

There has not been a cost overrun. 

(c) Does the fact that the Postal Service got a late start in the Y2K correction 
process add to the cost? 

No. We have not experienced a material increase in cost over our original 
estimate. 

(d) Are Postal employees in full partnership with the contingency plans of Y2K? 

Yes. All contingency and continuity plans were distributed to appropriate 
functional units and reviewed by responsible individuals. Plan "dress 
rehearsals" were conducted from November 18 through December 6, 1999. 
More than 8,000 rehearsal tests involved over 10,000 employees in more than 
40 job categories. Scenario categories were Marketing, Logistics, Finance, 
General Infrastructure, Engineering, Processing, and Delivering. 

(e) Are/will schedules for all tasks be posted in plenty of time so employees are 
on notice of the plan? 

Schedules were posted or reported to affected employees in sufficient time so 
that critical operations were staffed properly during the changeover weekend. 

144. Prior to the Postal Employees Safety Enhancement Act of 1998, the Postal 
Service was required to comply with Occupational Safety and Health 
Administration (OSHA) safety and health programs for federal agencies. 

The act, however, requires the Service to comply with standards for private 
sector empioyers and, as such, OSHA may now issue the Sen/ice citations 
and ievy monetary penaities for noncompliance. 

(a) Please describe the Service’s progress in implementing the requirements of 
the Postal Employees Safety Enhancement Act, including challenges faced 
and time frames for completing remaining work. 

Upon implementation of Public Law 105-241, the Postal Service established a 
transition team to meet with OSHA officials to discuss how the two agencies 
could work together to ensure a smooth transition. The Postal Service’s 
safety and health program has long complied with OSHA requirements for 
federal agencies contained in section 19 of the Occupational Safety and 
Health Act of 1970, applicable Executive Orders, and implementing 
regulations found at 29 Code of Federal Regulations Part 1 960. 
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Because the basic intent of the PESEA is to treat the Postal Service like a 
private sector employer, the Postal Service had to review and modify 
existing policies, programs, procedures, systems, training, and education 
programs to convert them from federal agency requirements to those which 
apply to the private sector. With 800,000 employees, more than 35,000 
facilities, and program policy documentation that historically has been 
recognized as comprehensive, this has been a major challenge which postal 
management has taken seriously. In meeting this challenge, we were 
careful not to abolish existing programs and policies that have served us 
well in the past and can serve us well in the future. 

Accordingly, a multi-faceted plan was established to focus on organizational 
safety and health infrastructure, including policies, programs, systems 
(including recordkeeping), safety and health training and education programs, 
safety and health inspections, and safety and health compliance activities. 

Cross-functional implementation teams were established to develop and 
implement the appropriate changes to meet the private sector requirements. 
Actions to date include, but are not limited to, the following: 

• Postal Employees’ Safety Enhancement Act seminars were provided 
throughout the Postal Service to ensure managers understand the 
impact of the law and their responsibilities to promote safe and healthful 
working conditions, 

• Development and distribution of an executive/managers guide to 
complying with the act. 

• Briefing of labor unions and management organizations concerning the 
PESEA. 

• Continuance of an OSHA training program for maintenance supervisors 
and safety personnel. 

• Establishment of an OSHA citation tracking system to monitor 
management actions and to notify headquarters, area, and field units to 
focus on conditions which have resulted in citations. 

• Training programs for safety personnel, legal staff, and key operations 
staff on the judicial, and other processes that previously were not 
applicable to the Postal Service. 

• Instructions were issued to field units to establish a new manual system 
of records in order to comply with OSHA’s recordkeeping procedures. 
Recordkeeping training was conducted through the Postal Service's 
television network by the National Safety Council. 

• Discussions were established with OSHA to determine their interest in 
participating in further recordkeeping training. 

• Required OSHA posters were acquired, distributed, and posted 
throughout the Postal Service. 
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• Internal safety and health inspection procedures are in the process of 
being automated to assist Postal Service safety and health professionals 
conducting inspections. 

• The Postal Service financial system has been modified to track the 
associated expenses. 

• Safety and Health consulting services have been utilized to supplement 
internal resources. 

• An enhanced system was established to measure safety and health 
performance modeled after OSHA’s program evaluation profile. 

The Postal Service’s safety and health program contains the following 
program elements. These are ongoing activities, which did not begin or end 
with the PESEA. 

• Safety and Health Administration 

• Safety and Health Inspections 

• Safety and Health Training 

• Safety and Health Promotion and Education 

• Safety and Health Standards 

• Safety and Health Committee Activities 

• Accident Investigation, Reporting, and Analysis 

• Safety Engineering 

The major challenges have largely been associated with modifying existing 
automated systems in a year in which government, industry, and the Postal 
Service are dedicating their technical resources to ensure Y2K compliance. 

This challenge was exacerbated by the intended change in recordkeeping 
procedures that OSHA was preparing for implementation beginning January 1 , 
2000. Subsequently, OSHA has adjusted their intended implementation date to 
begin January 1, 2001. 

We established a manual system to comply with OSHA’s private sector 
recordkeeping requirements. This is, however, unnecessarily burdensome and 
confusing, and is not considered an enhancement when compared to the existing 
requirements for federal agencies. Our transition team will continue to focus on 
recordkeeping issues in its discussions with OSHA officials and will work toward 
compliance with OSHA’s proposed recordkeeping rule. 

(b) What are the potential effects (short and long-term) on the Service from 
provisions in the Postal Employees Safety Enhancement Act stating that (1) 
postage cannot be increased to help pay for compliance with the Occupationai 
Safety and Health Act of 1970, (2) the Service may not consider compiiance 
with the Occupational Safety and Health Act in determining whether to dose 
or consoiidate a post office, and (3) the Service may not restrict, eiiminate, or 
adversely affect any service as a result of any penalty imposed under the 
Occupational Safety and Health Act? 
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We believe it is too soon to evaluate the impact of the provisions of the law 
that restrict the Postal Service from increasing the cost of products/services 
and closing or consolidating post offices in order to comply writh the Postal 
Employees Safety Enhancement Act. 

fcj Since enactment of the Postal Employees Safety Enhancement Act, how 
many citations has OSHA issued the Postal Service? 

During FY 1999, there were 121 OSHA inspections that resulted in citations 
involving Postal Service operations. During this period, OSHA initially 
issued 162 serious, 167 other-than-serious, and 9 repeat violations to postal 
establishments. Following discussions to clarify the respective issues, 

OSHA modified these to total 47 serious, 138 other-than-serious and 1 
repeat violation. During FY 1999, the initial proposed penalties totaled 
$270,962. Following settlement, $79,273 was authorized for payment 
nationally. Several cases are pending further discussion. Once settled, 
changes will be made to these figures. 

During FY 2000, OSHA has completed 25 inspections resulting in 25 serious, 
35 other-than-serious and 1 repeat violation. The initial proposed penalties 
total $38,825. Thus far, the settlement of these cases has resulted in one 
serious and two other-than-serious violations with $575 being authorized for 
payment. Work is ongoing to bring closure to the remaining cases. It should 
also be noted that many additional inspections have been conducted for 
which no citation was issued. 

(d) For what type of safety or health violations were citations issued? 

The types of violations vary by location. The most frequent issues that arise 
during OSHA inspections involve partial obstruction of aisles, improper use 
of extension cords, inadequate documentation of training records, and 
contractor-related work involving the disturbing of building materials that 
may contain asbestos. 

(e) What progress has the Service made towards correcting violations? 

Prompt management attention is given to the abatement of OSHA citations 
and the resolution of safety and health complaints filed by employees and 
their representatives. Many cases have been settled and resolved, as 
discussed in the response to Question 144(c). 

(f) Since enactment of the Postal Employees Safety Enhancement Act, how 
much has the Postal Service paid in penalties? 

To date, nearly $80,000 has been authorized for payment nationally. More 
information is contained in the response to Question 144(c). 
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(g) To what extent were the OSHA requirements a significant influence in the 
recent establishment of safety agreements with the labor unions? 

In addition to the safety and health provisions contained in applicable 
collective bargaining agreements, the Postal Service has entered into 
memorandums of understanding (MOUs) with the American Postal Workers’ 
Union, the National Postal Mailhandlers Union, and National Rural Letter 
Carriers' Association that establish internal processes to jointly resolve 
unsafe conditions. These MOUs supplement established programs and 
processes and encourage the parties to utilize safety, maintenance, and 
other available resources to develop solutions to safety and health issues. 
While it is too soon to evaluate the success of the MOUs, we are optimistic 
that this approach will prove to be beneficial to both labor and management. 

145. The Postal Service has said it is planning to undertake a major multi-year 
initiative to develop a definition of universal service and specify its meaning 
with respect to service requirements. The Service published a Review of 
Universal Service in Other Postal Administrations in its FY 2000 
Performance plan. Last year the Postal Service indicated it would [conduct] 
a review of the experience of other industries as well that have sought to 
define universal service concepts (such as the telecommunications industry 
subsequent to the Telecommunications Reform Act of 1996 and the electric 
utility industry). The Service also indicated it would during FY 1999 launch a 
stakeholder outreach effort on universal service. The process was to 
involve input from Congress, your Board of Governors, residential and 
business customers, competitors, individual employees at all levels of the 
Postal Service, and unions and management associations. 

(a) Does the Postal Sen/ice intend to follow through on its plan to review and 
report on the experience in other industries with definition universal service? 

The Postal Service will provide this review in its Preliminary FY 2001 Annual 
Performance Plan, which wiil be included in the 1999 Comprehensive 
Statement on Postal Operations. 

(b) What is the status of the stakeholder outreach effort on universal service ? 
When can we expect the findings to be reported? 

Limited discussions of universal service were held with various stakeholders 
during FY 1999. The Postal Service plans to address this subject in a 
stakeholder outreach effort during FY 2000 as part of preparations for its 
next five-year strategic plan. Postal universal service wiil be addressed in a 
Federal Register notice to be published by next April. The results of this 
outreach effort will be summarized in the Postal Service's FY 2001-2005 
Strategic Plan, which will be published next September. 
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(c) Has the Postal Service reviewed the study carried out for the European 
Commission by the Nera consultancy that estimated universal service costs 
at 5% of the EU Postal operators total revenue in the core letter mail area? 
Has the Postal Service formed an opinion as to the accuracy of the study? 
Does the Postal Service agree that the 5% estimate for the cost of universal 
service, as it currently defines universal service, is a close proxy for the cost 
of universal service in the U. S. ? Has the Postal Service developed any 
estimate of such cost? If so, please report the results. If not, why not? 

The Postal Service has reviewed the NERA study. The review revealed two 
weaknesses that suggest caution must be used in considering its results. 

First, by its own admission, the study is based upon very limited data. 

Second, the study employs only one method of calculating the cost of 
universal service. This method, known as the “Net Avoided Cost” (NAC) 
method, is known to have theoretical drawbacks and typically produces low 
estimates of the cost of universal service. 

Though the Postal Service has not developed any official estimate of its 
universal service costs, two postal analysts (including one postal employee) 
presented a paper on this topic at a recent conference. The paper, by 
Professor Michael D. Bradley of George Washington University and Jeff 
Colvin, Manager of Cost Attribution for the Postal Service, is entitled 
“Measuring the Cost of the Universal Service for Posts.” A copy is attached 
(Attachment 13). The paper, which will be published in Current Directions in 
Postal Reform, ed., by M. Crew and P. Kleindorfer, presents data suggesting 
that the cost of the Postal Service’s universal service obligation is significant, 

146. The Subcommittee has heard reports that the Postal Service has a policy, at 
least in some districts, of shredding oversized postcards when they do not 
contain return address information. However, if there is a return address, the 
mail handlers are asked to place the postcard in a plastic mailer and it is 
returned to the sender. Postal officials in the Miami area [have] reportedly told 
the media that the oversized cards cannot be read by automated equipment, 

(a) Has the Postal Service done any sort of study to determine the efficiency of 
shredding the cards vs. hand-canceling? 

The Postal Service has not conducted any study of this nature. 

The size of the postcards and postal cards, and whether or not they can be 
processed on automated equipment, are not and have never been 
discussed in our national policy on this issue. 
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The current policy concerning the disposition of postcards and postal cards 
has been in place since June 16, 1989. In the past ten years, the wording of 
our policy has been modified, but the intent and implementation have not 
changed. The current policy statement is found in the Postal Operations 
Manual Issue 8, (POM) Section 691.583. It reads as follows: “Dispose of 
postcards and postal cards without a return address if the post office can 
shred or destroy them completely. If not, they should be forwarded to the 
area MRC (Mail Recovery Center).” 

(b) Has there been and effort to reach out to the manufactures of such cards to 
alert them to this policy? 

Given the fact that this policy is more than a decade old, we cannot be sure 
if there has been an effort to make postcard manufacturers aware of this 
policy. We are not aware of any such efforts in recent years. 

(c) Has there been an effort to educate and alert postal consumers of this 
policy? 

Given the fact that this policy is more than a decade old, we cannot be sure 
if there has been an effort to make consumers aware of this policy. We are 
not aware of any such efforts in recent years. 

147. In November 1998, 250 Mail Boxes, Etc. (MBE) Centers began a two-year 
pilot test program with the Postal Service as “Authorized USPS Retailers.” 
The participating MBE Centers are allowed to sell stamps at cost, while 
continuing to sell all other postal products, including Priority and Express 
Mail, at full retail rates. Each test location is reported to receive incentives 
of 5, 10, 20, and 25 percent for Stamps, Priority, Express Maii and all other 
metered mail, respectively. In addition, the MBE’s were given special 
support service and are allowed to sell certified, return receipt and insured 
mail. Expansion beyond the original 250 offices was to be considered after 
6 months. 

(a) What is the status of pilot program? Are there any plans to expand the 
program beyond the pilot offices? If so, please discuss briefly the business 
case for expansion. 

The pilot program has just completed the first year of a test that is now 
expected to continue for up to three years. On February 1 1 , 2000, the Postal 
Service announced that it will expand the pilot program with Mail Boxes, Etc. 
(MBE) to some 700 additional locations, primarily in the Southeast and 
Southwest regions of the nation. 
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The case for future expansion will be based on customer convenience and 
access, the ability to use technology for reporting and payment purposes to 
reduce administrative costs, and the expansion of expedited package service 
revenue through the small business/household customer base of MBE outlets. 

(b) What has been the impact of the program on postal and contract station 
revenues and cost? How much incremental revenue and contribution to 
institutional cost has been generated as a result of the pilot program? 

Limited migration studies did not show any significant impact on postal facilities 
or on existing contract stations. There is no cost correlation between the 
MBEs and post offices or contract stations. During the test phase, there is not 
sufficient data to measure incremental revenue and contribution. 

(c) How are the incentives structured? Are these percentages of revenue? For 
example, does the participating MBE store receive 1.65 cents (or 5 percent) 
for selling a 33-cent stamp? 

Participating pilot sites receive zero base pay. Franchisees receive 20 
percent of sales for domestic Priority Mail and Express Mail packages. 

Stamps must be sold at face value and are compensated at five percent of 
sales. Compensation for other metered (products other than Express and 
Priority Mail for which a meter strip is affixed) and special services such as 
certified, return receipt, and insured is five percent. The average cost per 
revenue dollar is approximately 8.27 percent, compared to an average cost 
of 10 percent at existing contract stations. 

148. Concern has been raised over the quality of the Classroom Periodicals cost 
and volume data. The Postal Service cost data on the Classroom Periodicals 
Subclass has been suspect, so much so, that it has not been used for 
ratemaking. The Subcommittee would like to know if the Postal Service is 
addressing the issues impacting this small but important subclass of mail. 

(a) Does the Postal Service recognize the intrinsic educational value of 
Classroom publications in developing its proposed rates? 

Yes. In general, as a preferred subclass, Classroom is assigned a markup 
that is one-half the markup of the Regular Periodicals subclass. The very 
low markup on periodicals considers the educational, cultural, scientific, and 
informational value of these publications. 

(b) How has the Postal Service worked with classroom publishers to reduce its 
handling costs by better automation techniques and closer cooperation? 
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Classroom publishers have been very sophisticated in their efforts to take 
advantage of automation discounts and other cost-saving tools. We have had 
discussions with the Classroom publishers on many topics, most notably cost 
measurement issues. 

(c) Why does the In-Office Cost System sampling process for Classroom 
publications produce a standard deviation of as much as pius or minus 25% 
in any given year? 

Generally, the smaller the cost proportion being estimated by the In-Office 
Cost System (IOCS), the larger the coefficient of variation of the estimate. 
Classroom Periodicals account for less than one-twentieth of one percent of 
mail processing costs, creating the large coefficient of variation. For mail 
categories handled in only a few operations or in a limited number of 
facilities, it may be possible to improve the precision of the estimate by 
increasing the sample size in only those operations or facilities. However, 
Classroom Periodicals are handled nationwide in numerous operations, so it 
would be difficult to reduce the coefficient of variation of their estimated cost 
in any way other than an across the board increase in the IOCS sample size 
for clerks and mail handlers. To reduce the coefficient of variation from 25 
percent to 10 percent, for example, would require 6 times as large a sample. 
Currently, with a sample size of 850,000 (468,000 clerks and mail handlers), 
the Postal Service spends approximately $12.5 million collecting IOCS data. 
To get Classroom Periodicals estimates with 10 percent coefficient of 
variation may require over 2.8 million samples of clerks and mail handlers, 

0.4 million other samples, and cost an additional $34.5 million. Since the FY 
1998 revenue from Classroom Periodicals was only about $12.2 million, 
such an augmentation of the IOCS sample size for the purpose of 
decreasing the sampling error for this subclass is not financially justifiable. 

(d) Does this anomaly suggest a need for revising the sampling process for 
classroom publications as suggested by the Postal Rate Commission? 

See the response to Question 148(c). 

(e) Is the Postal Service concerned that the annual volume of classroom 
publications has dropped significantly over the last five years and that the 
future of this educational product is endangered? 

Actually, revised figures made several years ago show that Classroom 
volume has remained in the 60-65 million range from 1992-1999. 
Nevertheless, volume loss is always a concern to the Postal Service, and 
certainly everyone understands the value of educational materials. We want 
to work with mailers to keep our costs low so that price increases can be 
restrained. The higher value our products offer, the more likely it is that 
volume will be sustained. 
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(f) How do you respond to those who claim that the cost of implementing a 
discount for educational publications such as classroom can be absorbed 
since the cost of the discount represents a “de minimis” amount of the $60 
billion annual revenue stream? 

Currently, Classroom publications are given favorable rate treatment under 
the Revenue Forgone Reform Act. Commercial rates are slightly higher to 
accommodate this preferred rate. If further rate preferences were extended, 
they also would be financed by commercial mailers unless a specific 
appropriation was provided. While the amount may be small relative to the 
total annual revenue, one should consider the public policy implications of 
shifting revenue burden to other parties, as well as the potential 
ramifications of pricing services below their costs. 

149. Last year the Service reported on a three-year-old wage dispute between 
the Postal Service and pilots who fly Express and Priority Mail under the 
ANET contract. The Service contended that ANET pilots are paid the same 
wages for flying aircraft carrying mail that they are paid for transporting the 
commercial cargoes. At that time, the Service was a party to an ongoing 
administrative proceeding at the Department of Labor (DDL), involving the 
appropriateness of certain wage determinations issued in 1 996 by the DDL 
Wage and Hour Division (WHD) under the McNamara-O'Hara Service 
Contract Act, as amended, 41 U.S.C. § 351 et seq. (SCA). Last year the 
WHA's decision on this issue was still pending. 

(a) What is the status of the WHA 's decision on this issue? 

In a ruling on September 16, 1998, the Wage and Hour Administrator 
concluded that the ANET pilots at issue in the case were not professional 
employees and were thus not exempt from the Service Contract Act. The 
Postal Service, the ANET contracts, Emery Worldwide Airlines, Inc., and 
other postal contractors appealed this ruling to the Labor Department's 
Administrative Review Board (ARB). Briefs were filed, The Board heard 
oral arguments in June 1999. In addition to the professional exemption 
issue, the arguments addressed the mid-contract changes that the Wage 
and Hour Division made in its methodology for determining the pilot wages. 
These changes resulted in unprecedented wage increases (approximately 
60 percent for first officers and over 100 percent for captains). The resulting 
wages were well above the prevailing market rates paid by air carriers in the 
business of providing dedicated cargo air transportation. The case is 
awaiting the decision of the ARB. 

(b) What was the impact of the decision, if any, on the wages paid to ANET 
contract pilots as well as total cost to the Postal Service? 
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The WHA's decision has not yet had any impact on the wages paid to pilots. 
The decision was appealed to the ARB and is awaiting decision by the ARB. 

(c) What other ramifications does this decision have, if any, on other Postal 
Service services contracts? 

The final outcome of this matter potentially could affect all of the Postal 
Service’s contracts for dedicated air service. If the Postal Service and the 
other appellants do not ultimately prevail, the wage determinations could 
negatively impact the Postal Service’s air transportation programs by reducing 
competition for postal air contracts. Some of the key carriers that provide 
dedicated cargo contract service have stated that if they must pay minimum 
SCA wages so much higher than the prevailing rates, they might be forced to 
forgo future postal contracts in order to avoid adopting an above-market 
wage scale in their commercial work. Alternatively, if such contractors do 
take on postal work, then the higher wages will substantially increase the 
price that the Postal Service must pay for its dedicated air contracts. 

150. Last year the Postal Service reported on the development and use of the 
Purchasing Assessment Report (PAR) and noted that it was then developing 
a Purchasing Review for Excellence Program (PREP). 

(a) Please report how PAR has been used to identify needed improvements in 
purchasing performance and internal control. 

The PAR was originally developed under the premise that in order to 
improve you must be able to measure. Since FY 1996, the PAR has 
provided a uniform set of measures that can be used to identify areas 
needing improvement, as well as those showing improvement. Some of 
these areas include customer satisfaction, professionalism of our purchasing 
personnel, cycle time, and diversity in our supplier base. The high level 
summary data provided assists managers in targeting opportunities and 
supporting process improvement efforts. A primary benefit of the PAR is 
having uniform purchasing statistics readily available when requested by 
both internal and external organizations. In the past, satisfying requests for 
purchasing statistics was a time-consuming and cumbersome effort. 

(b) What is the status of the PREP and has it been effective in enhancing the 
performance of the purchasing program? 

The Purchasing Review for Excellence Program (PREP) was designed to 
provide a results-oriented assessment of Postal Service purchasing activities. 
The program concept was piloted and completed during FY 1999. The pilot 
included review of two purchasing activities. Based on the results of these 
reviews, as well as current staffing and financial realities, the program was 
finalized and calls for performing two to three reviews each fiscal year. 
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As a result of related benchmarking studies, we also revised the PREP to 
include a self-assessment program using a cascading process. With the 
cascading process, copies of PREP, OIG, Inspection Service, or other 
oversight reviews will be cascaded down to applicable purchasing activities 
(which could reach up to 140 offices). The reviews will be used as a 
baseline to assess their various organizations and to report results. The 
emphasis of the self-assessment is to identify and correct existing or 
potential problems and to adopt best practices as appropriate. In FY 2000, 
we have already cascaded for self assessment one OIG audit and plan to 
cascade our pilot review of Operational Equipment Purchasing. 

While it is still too early to assess the effectiveness of the PREP, we are 
confident that performance will be improved through on-site reviews and 
cascaded self-assessment reviews. Sharing select oversight reviews is a 
low cost and effective way to improve purchasing operations. It will permit 
discrepancies to be corrected locally, allow us to continuously reinvent our 
internal business practices, and bring enhanced efficiency and effectiveness 
in today's challenging and cost constrained business environment. 

151. What is the current status of the Service's efforts to establish Mobile Services 
Antennas on postal property? 

The Postal Service is not actively offering its properties to wireless telephone 
operators for the placement of antennas. 

However, an agreement is in place with UniSite, Inc. of Tampa, Florida, to 
handle interest received from wireless operators on a specific postal 
property. That property is made available to the operator on the condition 
that it does not adversely effect postal operations and that a building permit is 
received for the placement of a rooftop antenna or supporting tower. 

152. The Postal Service began a fuel management pilot program in November of 
1998. The stated intent of the program is “to provide the highest quality fuel 
at the best prices in the market for all the gallons they buy; Postal and 
contractor gallons." Under the pilot program a storage facility operator 
under contract to the Postal Service buys fuel from a sole supplier and 
dispenses fuel to postal owned vehicles and transportation contractors. 
Transportation contractors, as we understand it, would be required to 
acquire fuel from the designated facilities under the program. They have 
expressed a number of concerns with regard to the pilot program. 

(a) Please provide a status report on the pilot program. Where is the program 
being pilot tested? Has the program, at least in the pilot areas, met the goat of 
providing the highest quality fuel at the best prices in the market? What is the 
Service’s plan to expand the pilot test or implement the program nationwide? 


175 



310 


Through the end of October 1999, the pilot program has pumped over 5.5 
million gallons of diesel fuel, saving more than $550,000 for postal contractors 
and therefore (since fuel cost is a pass-through) for the Postal Service. 

The initial test site in Dailas, Texas was expanded to Memphis, Tennessee; 
Jacksonville, Florida; Chicago, Illinois; and Atlanta, Georgia. 

From the data gathered since the pilot program began in the spring of 1998, 
the quaiity of fuel has been the highest that we are aware of, even meeting 
the temperature requirements of contractors fueling in one part of the 
country but expending the fuel in considerably different temperature 
environments. The price, when compared to other fueling methods and to 
other fuel suppliers using our program, has been the best value we have 
received or seen. This includes comparisons with the alternative fuel-pricing 
plan offered by the National Star Route Mail Contractor's Association. 

The Postal Service's pian for expanding the pilot test is to include the 21 
bulk mail centers (BMC) and selected Pickup and Distribution Centers, 
which are the largest transportation fuel consuming locations. 

(b) Can the Postal Service demonstrate conclusively that the savings in fuel 
cost, if any, from the pilot program are projectabte nationwide? If so, how 
much would the Postal Service save annually in total fuel cost if the program 
were implemented nationwide? 

The pilot program has demonstrated conclusively that the savings are 
available and projectable throughout the entire postal system. The savings 
vary from location to location due to differences in state and local taxes and 
competitive fuel marketing pressures. 

As the program is expanded to include 75 percent of the postal contractor 
diesel fuel gallons purchased, fuel savings will increase from $6 million to 
over $18 million per year. Seventy-five percent is a conservative projection 
of gallons included in the program since some locations may not have 
fueling systems available, or routes may extend into or through areas which 
do not have program fuel. We expect the savings to increase considerably 
as the program is expanded to include postal vehicle service (PVS) fuel. In 
those cases, we will use methods such as the alternative fuel-pricing plan 
offered by the National Star Route Mail Contractors' Association, Although 
the savings for the National Star Route Mail Contractors’ Association plan 
are less, they have not been included in the program savings at this time, 
since the pilot test of this fueling method has not yet begun. 

(c) How do you respond to concerns that the program has been tested in too 
few areas to draw any conclusion? 
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Although the pilot program has only been tested in five areas (Dallas, 

Memphis, Jacksonville, Chicago, and Atlanta), the original savings projections 
have been shown to be quite accurate. Since taxes, transportation, storage, 
handling, and marketing margins are ascertainable, we are confident that the 
next phase of the expansion will have similar results relative to projections. 

The program has demonstrated that although savings are available at all 
locations, there is no uniformity in the exact cents per gallon. 

(d) How do you respond to charges that by its reliance on a single supply source at 
location the program increases the Service’s exposure to supply disruptions? 

Several points should be understood when reviewing this concern. The pilot 
program was a proof-of-concept program. It needed to focus all the fuel 
requirements on one supplier to attain the optimum volume discounts. We 
expect the expansion to require more competing suppliers. Also, some oil 
companies have a stronger market presence in some areas than others. 

As the program expands, bids will be solicited from several suppliers, and 
we plan to nominate primary and back-up suppliers. 

Experience in Dallas, Texas, has demonstrated that contracted customers 
enjoyed protected supply and price after a hurricane impacted the supply 
from Corpus Christ!. Non-contracted fuel users in the Dallas area 
experienced supply outages and higher prices while postal fuel pilot 
program participants had no supply disruptions or price impacts. 

Since the pricing is a reference price, the fuel price moves with an entire 
region of the country and is not subject to the price and supply vagaries of 
local supplier discretion, 

(e) How do you respond to the argument that it is unlikely that a single supplier 
will be interested in supplying all locations and therefore the advantages in 
price from volume purchasing will not be as large as projected? 

We agree that it is unlikely that any one supplier will be competitive in all 
regions of the country. Since postal diesel fuel requirements are so large, 
we believe that sufficient volume to warrant deep discounts from oil 
suppliers will be available in all areas. 

(f) Does the Postal Service believe that the increased activity at fueling facilities 
will increase the exposure of mishaps? 
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The amount of fuel being consumed by contractors’ vehicles through postal 
contracts will not change as a result of the fueling program. While there are 
no data covering mishaps (since the physical act of placing the fuel in the 
vehicle is done by a professional fueler rather than by a driver), it is logical 
to expect a safer operation under the program that is presently in operation. 
Additionally, since professional fuelers are used and drivers do not dismount 
their units, operators tell us that they have had fewer knee, ankle, hip, and 
back injuries. Therefore, we believe that exposure to mishaps is reduced 
under the fueling program. 

(g) Has the Postal Service considered the loss of flexibility for contractors to fuel 
in the logistically desirable location if forced to travel to one designated 
location to refuel? Please explain how you will address this concern. How 
will this requirement impact route time and service schedules? Wouldn’t this 
increase the cost for a given contract? If not, please explain. 

So far in the pilot program, the Postal Service has succeeded in locating 
refueling stations near served postal facilities. The Postal Service has 
invited claims from contractors who have experienced negative financial 
impact from being required to refuel at a postal designated site, but no such 
claims have been received to date. This is understandable, since most 
previous fueling locations were further from the contractor's line of travel, 
slower, and more expensive than the postal designated site. The Postal 
Service recognizes that exceptions may occur, and therefore, continues to 
welcome claims from contractors who are negatively impacted. 

The requirement for refueling at a designated location has thus far reduced 
route time. Therefore, service schedules have not been impacted. In the 
unlikely event that schedules are negatively impacted, contractors are 
invited to document those impacts and submit them to their contracting 
officer for adjustment. Since some of the fueling locations in the next phase 
of the program will likely be on postal Bulk Mail Centers, we do not expect 
that schedules will be negatively impacted. 

Although the cost for a given contract has not yet been increased as a result 
of any required refueling, the possibility has not been excluded and, as 
previously mentioned, claims for any impact are invited. It should be noted 
that although some contractors have experienced reductions in route time 
and greater efficiencies in their operations, the Postal Service has not 
requested commensurate reductions in schedules or compensation. 

(h) Given these concerns why doesn’t the Postal Service make the program 
voluntary? 
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The facts developed by the pilot program have shown that significant 
savings are available if our purchasing is unified. Where the program has 
not been introduced, fuel cost data proves that contractors buying fuel 
individually is more costly than unified purchasing. The greatest savings in 
the program have been by the smaller contractors with no volume leverage. 

(i) The National Star Route Mail Contractors’ Association has offered an 

alternative fuel pricing plan. Please provide a summary of this plan and your 
conclusions as to its potential to meet the goal to lower fuel cost. 

In order to properly respond, the various methods of refueling available to 
the Postal Service must be understood. Also, it must be understood that 
each method has a greater or lesser saving potential. Listed below are the 
various methods and a brief explanation of how they function. They are 
listed in order of deciining.savings: 

(Best Savings) Fueling at postal facility tanks and pumps . 

In this method, existing or new tanks and pumps are used at a postal facility 
to fuel both postal equipment and contractor equipment. Among the 
reasons for the savings being the best, are the improved usage of facilities 
(shared) and location (elimination of stem miles). 

(2"'' Best Savings) Private facility under postal contractor control . 

In this method, a postal contractor with tanks and pumps near to the target 
postal facility provides program fuel to his own trucks and to other postal 
contractors. Stem miles are at a minimum, and time delays are held to a 
minimum by using high-speed pumps and attendants. 

(3'’'^ Best Savings) Utilizing a router . 

A router is a software package that examines the route to be taken, then 
searches that route for the most economic fueling solution. The potential 
solutions include any negotiated discounts available from cardlock or 
commercial stations (truck stops). Stem miles are somewhat controlled; 
however, delays in pump lines are not. 

(4*'^ Best Savings) Cardlock facilities . 

A cardlock facility is one which is unattended (generally) and secured by a 
fenced area through which access is gained with the use of a card. The 
card also operates the pumps and records the transaction. Cardlock 
facilities are somewhat less controlled for stem miles than the previous three 
methods, and pumps are usually standard speed (20 gallons per minute). 
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(5'^ Best Savings) Commercial stations or truck stops . 

This method uses existing commercial truck stops and includes any applied 
discounts negotiated by the Postal Service and its contractors. Stem miles are 
similar to using routers and cardlock facilities, and delays can be significant due 
to traffic at the pumps. Pumps are usually standard-speed, although some offer 
attendants and high-speed pumps. Delays are often experienced. 

The National Star Route Mail Contractors’ Association plan is to negotiate 
discounts with a variety of local and nationwide truck stop chains and utilize 
those chains with their discounts for fueling. The plan’s greatest potential is 
found in the long distance routes where the range of the initial fill-up is 
exceeded. The Postal Service plans to use this fuel purchasing approach in 
those instances where options one through four are not available. 

153. The Postal Service’s regulations regarding the use of Commercial Mail 

Receiving Agents (CMRAs) have resulted in strong dissatisfaction of CMRA 
operators and customers. The Postal Service is currently meeting with 
industry groups representing CMRAs and with groups representing specific 
classes of CMRA customers, such as victims of domestic violence, in order 
to revise the rules. 

(a) What is the status of efforts to revise the regulations and when will the 
proposed rules be published? 

Since June 23, the following actions have been undertaken: 

• The Postal Service has provided CMRAs and their customers an additional 
60 days to complete the revised Form 1583, until August 26, 1999, 

• The Postal Service has provided CMRA customers an additional six months, 
until April 26, 2000, to notify correspondents of their new address and to 
deplete supplies of stationery with their former addresses, 

• The Postal Service clarified the types of identification that may be used, 
including lists of permissible and impermissible types of identification. 

Among other things, this clarification stated that Social Security cards, 
credits cards, and birth certificates are not acceptable forms of identification. 

• The Postal Service has authorized CMRAs to accept all accountable mail 
{except registered mail) from their customers for mailing at the post office. 

• The Postal Service has announced that it will be permissible for customers 
to use the “three-line format” when the four-line format cannot be provided. 
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The above modifications were adopted following meetings with members of 
the CMRA industry and other interested parties. Since they eased the 
requirements for operation or use of a CMRA, they were not pubiished in the 
Federal Register. A proposed rule describing procedures and policies for 
release of information provided on Form 1583 was published August 26 in 
the Federal Register for public comment. The final rule was published in the 
Federal Register on January 25, 2000. The proposed rule regarding the 
optional use of a number symbol (#) in lieu of the acronym “PMB” to identify 
a private mailbox in the address will be published for public comment in the 
Federal Register in early 2000. 

(b) Has the Postal Service developed and implemented a process to gauge the 
opinion of small business and privacy groups regarding these latest changes 
to the proposed CMRA regulations? 

The Postal Service has had a series of meetings with customers 
representing a wide variety of interests on these issues. Proposed rule 
changes have also been published in the Federal Register for public 
comment. We have also received input through other means, such as 
correspondence, publications, and Congressional hearings. The Postal 
Service has adopted significant modifications to its policies based on the 
input it has received. 

154. The requirement of the address designation “PMB" has been the particular 
target of public criticism. We understand that the Postal Service is 
considering a revision that would allow only two address options for a 
boxholder, PMB or the “#”. One or the other designations must be used and 
there would be no other option. 

(a) Is this the case? Are the CMRA industry groups in agreement with this 
revision? If so, when will the regulations be revised? 

The final rule, published on March 25, 1999, and effective April 26, 1999, 
required the use of the “PMB” designation only in the complete address of a 
private mailbox holder. The Postal Service agreed to publish a proposed 
ruie in the Federal Register for public comment regarding the option to use 
the “#” symbol in lieu of the “PMB" designation. The use of the # number 
sign as an option was based on a suggestion by the CMRA industry group, 
and agreed to by industry representatives. Despite basic agreement in the 
CMRA industry, there are still different opinions on this issue. The Postal 
Service must emphasize that this process does not assure that the 
proposed rule will be adopted. 

155. We understand that there will be no “grandfathering" of previous CMRA 
contracts that allow box customers to use such designations as "suite”, 
“apartment”, etc. 
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(a) Is this the current proposal and has the CMRA industry and consumer 
representatives signed off on it? 

The current regulation (published in the Federal Register on March 25, 1999 
and effective April 26, 1999) does not permit the use of designations such as 
“suite”, “apartment”, etc. As explained in the response to Question 154, the 
Postal Service has agreed to publish a proposed rule authorizing the optional 
use of the number symbol (#) as an alternative to the acronym “PMB.” 

In meetings with the CMRA industry, industry representatives have indicated 
their willingness to accept this alternative addressing format. It should be 
noted, however, that other industry observers do not favor this proposal and 
have indicated that they would not favor any change to the original policy. 
Instead, they prefer that all CMRA customers be required to use the “PMB” 
designation. Other groups, particularly small business interests, appear to 
believe that the proposed modification does not go far enough, and have 
asked for “grandfathering” provision allowing existing CMRA customers to 
use “suite,” “apartment," or other terms. This proposal, however, would 
appear to perpetuate, and indeed intensify, misperceptions regarding CMRA 
addresses. The use of a "grandfathered" address can imply to the 
consumer that the private boxholder maintains a physical presence or an 
office at the address of a CMRA. 

156. We understand that there is a proposal to conduct an intensive joint 

education program to assist consumers in identifying a CMRA location. The 
Inspection Service, Retail Operations and CMRA industry representatives 
would conduct this program. In addition, the Inspection Service and the 
CMRA industry will work together on indicators that will help CMRA owners 
identify potential fraudulent operations by a boxholder. 

(a) Is this the current proposal and has the CMRA industry signed off on it? 

Yes, this is the current proposal. Representatives of the Postal Service and 
the Inspection Service are working with Steve Silver, Attorney for the 
Coalition Against Unfair USPS Competition, and others on this issue. 
Together, we have drafted and agreed to guidelines that will assist CMRA 
operators in working with Postal Inspectors when fraud or other criminal 
activity is suspected. The proposal focuses on educating consumers on the 
meaning and use of “PMB" and how to determine if the sign is a CMRA 
address. It also establishes a toll-free telephone number to assist 
consumers in obtaining information about CMRAs. We are now working on 
a training agenda for CMRA operators, which will provide an orientation 
regarding the noticeable signs of criminal activity and how to contact the 
appropriate authorities. 
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(b) Does the Postal Service believe that such an education program will be 
effective in protecting consumers from fraud and identity theft schemes-the 
original intent of the CMRA regulations? Please explain how this program 
would be planned, coordinated and administered by the Postal Service and 
the parties. 

The Inspection Service believes that educational awareness campaigns will 
teach businesses and consumers to protect themselves from fraud. The 
Inspection Service has recently developed and produced a pamphlet titled 
"Identity Theft - An Awareness & Victim Guide,” This pamphlet is being 
distributed to financial institutions, retail merchants, credit bureaus, and 
consumer groups as a means to educate consumers regarding identity theft 
schemes. The Inspection Service anticipates that this pamphlet will be 
become an official Postal Service publication later this year and will be 
available to consumers at post offices. The pamphlet will also be made 
available to CMRA operators as part of our continued working relationship 
with the CMRA industry. The Inspection Service, in conjunction with the 
International Association of Financial Crimes Investigators (lAFCI), has also 
developed a quick reference guide to assist financial institutions, retail 
merchants, and credit bureaus in the prevention of credit card fraud. 

1 57. Concern has been raised as to the lack of information for users on the issue 
of post office and private mail boxes to understand the current situation and 
the impact of proposed regulations on customers and service providers. 

(a) Does the Postal Service know how many pieces of mail that were addressed 
to Post Office Boxes but did not include the address designation “P.O. Box" 
were returned to the sender in the past year? 

The Postal Service has not determined a need to collect or maintain such 
information; however, practices related to the return of mail addressed to post 
office boxes would not provide a meaningful comparison to mail addressed to 
CMRAs, because a “P.O. Box” designation is the primary delivery address, 
while the “PMB” designation is a secondary unit designation. 

(b) Are pieces sent to Post Office Boxes that use designations such as the word 
“Box” or a number sign (“#") returned to the sender? 

The use of "Box” in a post office box mailing address is not considered 
unauthorized. Mail pieces sent to post office boxes with an incomplete 
address are not returned to the sender if sufficient information is available to 
determine the exact mailing address. For a Post Office Box, there is no 
street address; yet, there is a post office name and a unique ZIP Code. This 
lets the customer know it is a post office box. A CMRA has a street 
address. Therefore a "suite" would imply an office at that street address. 
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(c) How many pieces sent to post office boxes which used unauthorized, but 
innocuous, address designations such as “Box,” “No.,” etc. were 
returned in the past year? 

The Postal Service has not determined a need to collect or maintain such 
information. It encourages all mailers to use a complete address with the 
accurate and appropriate elements at all times. 

(d) Please provide a detailed report listing all criminal investigations conducted 
by the Postal Inspection Service that involved the use of CMRA boxes. 

What percentage of all CMRA boxes is used in crimes? 

The Postal Inspection Service conducted 1,069 criminal investigations 
dating back to 1985 that specifically involved the use of CMRA boxes. 

These investigations involved theft of mail, fraud against consumers, fraud 
against business, child pornography, and distribution of narcotics. Of these 
cases, 77 percent were opened between 1995 and 1999. Many of these 
investigations involved the use of multiple CMRA boxes, so the amount of 
boxes used for crimes far exceeded the number of investigations. 

It would not be possible for the Postal Service to calculate the percentage of 
all CMRA boxes used in crimes. First, it would be difficult to establish an 
accurate number of CMRA boxes. Even the industry uses estimates. 
Second, the Inspection Service does not have the ability to determine the 
number of similar CMRA-related investigations conducted by other law 
enforcement agencies, including the Federal Bureau of Investigation, the U.S 
Secret Service, State Attorneys General, and local District Attorney offices. 

1 58. In a June 24 letter to the Chairman, the Postmaster General said he would 
clarify the definition of a CMRA to account for such entities as corporate 
executive suites. The Postal Service attempted to apply CMRA regulations 
to firms that rent office space, equipment and services. These businesses 
use the space primarily to transact business, not to receive mail. The 
Subcommittee thought the resolution of this issue was straightforward. 
Despite the willingness of the industry to agree to contract inspections and 
consideration of “course of performance” to determine whether the 
regulations apply, the Postal Service is still concerned over its ability to 
enforce such regulations. As a result, the industry representatives have 
recently suggested language that would clarify which business entities 
would be subject to the CMRA regulations. The Subcommittee is concerned 
that this issue is still unresolved. 

(a) When will the Postal Service come to closure on this issue and issue 
workable regulations agreeable to all the stakeholders? 
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The Postal Service has been working with representatives of the corporate 
executive center (CEC) industry since May to develop guidelines to 
distinguish which portions of a CEC operation constitute a CMRA. 
Representatives of the traditional CMRA industry were also Included in 
some of these discussions to ensure that the guidelines accurately describe 
that portion of a CEC operation that meets the criteria of a CMRA. 

The parties agree in principle that a CEC will not be subject to CMRA rules for 
customers who primarily rent office space from the CEC, but that they will be 
subject to those requirements for customers who use the CEC for services 
similar to those provided by a CMRA. The CEC industry developed language 
spelling out his policy, and on February 2, 2000, the Postal Service published 
a proposed rule for public comment in the Federal Register. 

1 59. The Postal Service is on record as having conducted no analyses to judge 
the extent of the criminal activity within the CMRA industry, how each of its 
proposed regulations would deter criminal activity, or the costs of 
compliance for stakeholders who subscribe to private mail boxes. It has 
been alleged that the Postal Service issued the proposed CMRA regulations 
without these analyses even though about 8,100 citizens objected to the rule 
during two comment periods in 1997. Almost all of the stakeholders' 
concerns for the regulations were listed in the Supplementary Information 
preceding the rule. 

Although the Postal Service is exempt from the Regulatory Flexibility Act 
and the Paperwork Reduction Act as an executive agency of the federal 
government, it has been argued that it should act responsible and consider 
the cost and benefits of all the regulations. Supposedly when the Postal 
Service makes its business decisions like changing a resident's ZIP coding, 
offering new goods and services, putting Bugs Bunny on a stamp, 
sponsoring an American bicycle team, etc., it conducts analyses to weigh 
the merits against the detrimental effects. 

(a) How do you respond to those who argue that the cost of CMRA regulations 
to all the stakeholders should have been analyzed by the Service prior to 
issuing the CMRA regulations? 

While we did not make a formal study, the Postal Service knew from its 
experiences with other address changes that the cost of the new regulations 
would not be excessive. We have also taken numerous steps to minimize 
costs and respond to concerns raised by CMRA operators and customers. 
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For example, the original six-month grace period to deplete old stationery 
and notify correspondents of the new address was extended one year, to 
April 2000. Based on our experience with ZIP Code and similar address 
changes, the Postal Service believes one year will permit the vast majority 
of businesses to deplete old stock and notify correspondents of the change 
during the course of ordinary business instead of special mailings. The 
Postal Service is also sensitive to the possibility of potential customers using 
old addresses from older catalogs or promotions. The Postal Service has 
explained that receipt of this type of mail with the prior addressing formats 
will not be returned to the sender if the box holder has taken reasonable 
actions to notify its correspondents of the new address. The Postal Service 
has worked with the CMRA industry to develop procedures to implement this 
policy. When mail is received from potential customers, the box holder can 
then notify the sender of the new address. 

In view of these policies, the Postal Service believes that the cost estimates 
suggested by some groups are highly exaggerated and that the overwhelming 
majority of CMRA customers will experience few, if any, additional expenses 
from the changes. 

On a more general level, public policy decisions involving fraud and the cost of 
prevention are more complex than simple cost/benefit calculations. For example, 
the Deceptive Mail Prevention and Enforcement Act was passed by Congress 
and signed into law by the President last year even though it has cost the 
sweepstakes industry millions of dollars, resulted in negative publicity for these 
companies, and even lowered the revenues of the Postal Service. In that 
situation. Congress felt that the need to protect consumers and businesses from 
deceptive mailings outweighed the costs to sweepstakes companies and other 
mailers. In the case of the CMRA rule changes, the Postal Service believes that 
the benefits of preventing fraud and protecting the American people are worth the 
relatively low costs incurred by the CMRA industry. 

(b) How do you respond to those who argue that this is a good exampie of why 
the Postal Service should be subject to the Regulatory Flexibility Act and the 
Paperwork Reduction Act? 

The Postal Service believes that this is a good example of why the Postal Service 
should not be subject to the Regulatory Flexibility Act and the Paperwork 
Reduction Act. Under the existing statutory framework, we were able to work 
effectively with representatives of the CMRA industry and other interested parties 
to modify proposed new consumer protection rules. The end result, we believe, 
has avoided significant disruption or expense to legitimate businesses, but 
affords an important new measure of protection to the public. 
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(c) How do you respond to those who argue that enforce of the August 26 Form 1583 
regulations was premature given the fact that they were under reconsideration? 

The Postal Service understands these concerns, but believes that providing 
additional time to submit the revised PS Form 1 583 would have unnecessarily 
postponed the crime-deterrent benefits of the revised rules. 

The principal concern of those who objected to completion of the form related 
to the possible release of information contained on it. However, the Postal 
Service had previously advised the public that information on the forms would 
not be released at this time. Instructions were issued to postal employees on 
July 1 , 1999, that information from Form 1583 must not be released to any 
member of the public until further notice. The Postal Service also agreed to 
publish for public comment a proposed permanent rule not to release address 
information from Form 1583 to consumers on those private mailbox renters 
doing or soliciting business with the public. 

(d) If the Service was still in the development stage of the series of regulations, 
didn’t it owe those stakeholders the courtesy to not enforce the rule until it 
finalizes each regulation? 

When the rule of March 25, 1999, was published in the Federal Register, it was 
considered a final rule. Comments received after that rule was published, some 
of which were entirely new to the Postal Service, caused us to reexamine some 
of the revised regulations. Not all of the revised CMRA rules, however, are 
being or have been reconsidered. For example, regulations concerning the 
need to submit two forms of identification, including one bearing a photograph, 
were not being reconsidered, and the use of the Form 1583 was needed to 
implement these new regulations. These regulations, it should be noted, are 
critical to the deterrence of identity theft and other fraud. 

1 60. Concern has been raised regarding the ease with which law enforcement 
agencies can gain access to Form 1583 information on file with the Postal 
Service. The Postal Service would require only that identification from a 
legitimate law enforcement agency be shown as part of a legitimate 
investigation in order to have access to the information. On the other hand, 
the National Coalition Against Domestic Violence wants no privacy 
information to be released without a warrant. 

(a) Please discuss why the Service’s proposal, in contrast to requiring a 
warrant, is necessary to facilitate effective law enforcement. 

The Postal Service met with the National Coalition Against Domestic 
Violence regarding this issue. We proposed a compromise that would 
address the concerns of the Coalition without impeding law enforcement's 
ability to fulfill its responsibilities to protect the American public. 
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Our proposal would release box holder information only through a written 
request by a law enforcement or regulatory agency, written on agency 
letterhead and signed by an authorized agency official, and only when there 
is not a court order of protection on file with the Postal Service pertaining to 
the individual. If an agency requests information regarding the physical 
address of an individual who is under an order of protection, the Postal 
Service will not release the information but will refer the requesting agency 
to the judicial district from where the order of protection was issued. Under 
this procedure, individuals who are concerned that the release of information 
to a government agency might compromise their personal safety could, by 
obtaining a court order, endure that it would be left to a neutral court to 
determine whether any information could be released. 

We believe the final rule published in January 2000 generally addresses the 
concerns of the National Coalition Against Domestic Violence. We have not 
heard from the Coalition since the final rule was published. 

(b) How would requiring a warrant, as recommended by the National Coalition 
Against Domestic Violence, impede the conduct of a legitimate criminal 
investigation ? 

The time needed to obtain the warrant would delay government action, which 
could be crucial in matters involving security or law enforcement activities. 

This requirement would also prevent agencies with civil enforcement authority, 
such as the Federal Trade Commission, from obtaining a warrant. In addition, 
the procedures for obtaining a warrant entail significant administrative effort, 
and therefore, expense for government agencies. The same is true for the 
courts, and the requirement would add further burden to the judicial system. 

[c) How do you respond to concerns that law enforcement officers themselves 
can be abusers and that they can easily track down their victims through 
access to CMRA information using their law enforcement identification? 

The inspection Service recognizes that law enforcement personnel can seek to 
take advantage of their position to secure information in an effort to locate a 
spouse, companion, etc. Our proposal will minimize opportunities for abuse by 
requiring requests to be made in writing, submitted on official agency 
letterhead, and signed by an authorized agency official. Moreover, even where 
these standards are met, the Postal Service will not release the requested 
information if a court order of protection has been submitted. We believe that 
these procedures provide a reasonable compromise between individual safety 
concerns and security and other significant governmental interests. 
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161 . The Subcommittee has been told of reports that some postmasters have 
shut off mail service to CMRAs for non-compliance. It has been suggested 
that overzealous postmasters wrho wrongfully abuse the "death penalty" 
provision in the CMRA regulations which permits shutdown of mail service 
for failure to have all 1 583s in place be disciplined in some manner. 

(a) How many cases have there been when mail service was shut off for 
noncompliance? 

To date, Postal Service Headquarters is aware of only one incident that 
resulted in suspension of delivery for noncompliance. In all other cases of 
noncompliance, the CMRA corrected the violation. A procedure has been 
developed that enables industry representatives to report questionable 
actions to Postal Service officials, who review the actions and take any 
necessary corrective measures. To date, all complaints have been resolved 
to the satisfaction of industry representatives. 

(b) Of these cases has the Postal Service determined whether service was shut 
off improperly? 

No service has been terminated improperly. The Postal Service used the proper 
procedures in suspending delivery in the one case mentioned in the response to 
Question 161 (a). The office responsible for delivery to the CMRA took 
extraordinary steps to avoid suspending delivery. The CMRA in question failed to 
comply with the regulation that requires the submission of completed revised 
Forms 1583 for all current and new customers. After repeated failure to respond to 
Postal Service requests to come into compliance, delivery service was suspended. 

(c) In such cases were the postmasters disciplined in any manner? 

Relevant regulations and procedures were discussed with local postal officials to 
ensure that the policies were clearly understood and correctly applied. There have 
not been any further complaints at these offices. We believe that proper training, 
rather than discipline, is the most appropriate response in these situations. 

(d) Will the revised regulations and all supporting information be combined in 
one section in the DMM? 

The revised regulations are published in one section in the Domestic Mail 
Manual, §§ D042.2.5 through D042.2.7. Any additional changes will be 
incorporated into this section. 

(e) What other forms of communication will the Postal Service use to inform 
CMRA owners and customers of the new regulations? 
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in addition to the Domestic Mail Manual, notices or articies reiating to the 
new ruies were pubiished in the Federal Register and postai pubiications 
such as the Postal Bulletin, the Mailer’s Companion, and Memo to Mailers. 
information was aiso posted on the Postai Service's externai web site. We 
are aiso working cioseiy with the industry representatives. They have 
agreed to educate their franchisees. 

162.Eariierthis year, you provided a report on the proposed relocation of the 
Brewery Street Post Office in New Haven, Connecticut. Please provide an 
update on the following matters: 

(a) What are the current terms of negotiations with the developers? 

The terms of negotiation presently deal with issues of construction phasing, 
facility designs, reduction clauses, pricing, terms of the contract, legal, etc. 

(b) What is the status of Postal Service approval; specifically, has the project 
been approved by the Northeast Area Capital Investment Committees, the 
Northeast Area Vice President, and the Postal Service's headquarters 
Capital Investment Committee? If so, please provide the dates of approval 
and the basis upon which these decisions were made. Have you concurred 
in these decisions? 

The Brewery Street Project was approved by the Northeast Area Capital 
Investment Committee in September 1999, the Northeast Area Vice 
President in October 1999, and the Postal Service Headquarters' Capital 
Investment Committee in December 1999. The project was presented to the 
Postmaster General after approval by the Capital Investment Committee. 

The approvals to date are based upon the cost/benefit data provided the 
decision makers, as well as the fact the Postal Service will be replacing 
older assets with new facilities built to our specifications and requirements. 

The City's desire for the Postal Service to relocate to the new site has also 
factored into our decision-making. 

(c) Given the current state of negotiations and project approval, when will the 
specific appraisals and breakdown of construction costs be released in 
conformance with the Freedom of Information Act? 

Any pre-decision information must be withheld until final approval of the project 
and the execution of the contract. Information conforming to the FOIA can be 
released if the project is approved by the Postal Board of Governors. 
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1 63. Earlier this year the General Accounting Office reported to the 
Subcommittee that it found that at nearly half of the Postal Service facilities 
visited in evaluating deceptive mail issues, postal employees did not 
properly refer consumers’ deceptive mail complaints to the Postal Inspection 
Service, While the Inspection Service noted that postal facility managers 
were instructed to alert their employees on how consumers may report 
deceptive mail complaints, the GAO suggested that handouts or training on 
these instructions could be provided to postal employees who routinely deal 
with the public to help ensure that consumers' deceptive mail complaints are 
appropriately handled. 

(a) What handouts and training is provided to postal employees who routinely 
deal with the public to help ensure that consumers' deceptive mail 
complaints are properly referred to the Postal Inspection Service? Please 
provide copies of the handouts, if any, as well as the number of postal 
employees, if any, who have been trained on this matter. 

In the Postal Bulletin of May 20, 1999, the inspection Service reported the 
revision of PS Form 8165, Mail Fraud Report. The article, listed on the front 
page of the Postal Bulletin, described the importance of the form and how it 
assists the Inspection Service in identifying new fraud schemes and enforcing 
civil and administrative remedies. The article described the possible mail fraud 
schemes that customers might report to employees and explained how to help 
customers complete the form. Finally, the article outlined the process for 
obtaining a supply of the new forms. The Postal Bulletin is distributed to all 
postal facilities, and all postal employees are expected to be familiar with 
information contained in the publication. A copy of the Postal Bulletin article, 
including PS Form 8165, is attached (Attachment 14). 

(b) If no handouts or training have been provided, when will the Postal Service 
undertake some relevant actions to address the GAO suggestion? If not, why? 

Information has been provided, as discussed in the response to Question 163(b), 

164. As noted, GAO found that postal employees inappropriately referred 
consumer deceptive mail complaints to organizations other than the Postal 
Inspection Service, such as local postal consumer affairs offices or the 
Direct Marketing Association. GAO concluded that such inappropriate 
referrals may occur because within the Postal Service, local consumer 
affairs offices are primarily responsible for handling most consumer 
complaints. GAO suggested that perhaps a coordinated effort between the 
Postal Service’s Office of Consumer Advocate, which manages the 
operations of local consumer affairs offices, and the Postal Inspection 
Service, could help ensure that the appropriate referrals of deceptive mail 
complaints are made. 
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(a) In addition to giving employees handouts or training on how to handle 
deceptive mail complaints, how do you respond to the suggestion of a 
coordinated effort between the Consumer Advocate and the Inspection 
Service? How will this suggestion be implemented, and if not, why? 

The Inspection Service and the Office of the Consumer Advocate have 
fostered an effective partnership in addressing the referral of deceptive mail 
complaints. In 1997 and 1999, the Inspection Sen/ice made presentations on 
ho\« to process customer mail fraud complaints at the Consumer Affairs 
Managers’ (CAM) annual training conferences. The Inspection Service 
enlisted the assistance of the CAMs in correctly directing mail fraud issues 
coming to their offices and asked for their input on our revised Mail Fraud 
Report form. The Inspection Service is currently preparing to assist the 
Consumer Advocate’s office in developing a Standard Operating Procedure to 
address mail fraud complaints, which will be included in its reference guide. 
The Inspection Service and the Office of the Consumer Advocate are also 
developing a plan to determine the viability of having customer complaints 
taken over the telephone. The Mail Fraud Report is also available to the 
public on the Inspection Service’s web site. 

The Inspection Service and the Office of the Consumer Advocate also work 
together every year to promote National Consumer Protection Week. 

Together, these offices plan and coordinate events throughout the country to 
educate consumers on current fraudulent promotions and schemes. This year 
we will be focusing on identity thefts, fraudulent telemarketing solicitations, 
fraudulent mail solicitations, and electronic commerce security. The Office of 
the Consumer Advocate also worked with the Inspection Service on the 
KNOW FRAUD project. They provided the Inspection Service with assistance 
in coordinating over 100 press conferences throughout the country. 

165. GAO also reported that Postal Inspeotion Service officials mentioned that 
work was underway to ensure that the Fraud Complaint System (FCS) was 
Year 2000 compliant and that improvements were being made to help 
ensure that FCS could be more useful to the Postal Inspection Service. 

Indeed, the Postal Inspection Service testified that a project was underway 
to develop a new system that will provide more information fields, better 
search capabilities, and automatic lookups in other Inspection Service 
databases. The Inspection Service noted that this will include the ability to 
track the number of complaints by scheme type and category, as well as 
identify instances where senior citizens are being targeted and by what 
types of schemes. 
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{a) What is the status of these improvements to FCS? When wit! the new 
system be fuliy operationat with aii of the features described by the 
inspection Service? How is the Postai Service assured that FCS is Year 
2000 comptiant? 

The Inspection Service has worked aggressively to make improvements to the 
Fraud Complaint System (FCS), so that it provides more information and in-depth 
search capabilities. The new system is now fully operational, and has been 
expanded to the Postal Service’s internal web site. The FCS was developed on a 
Y2K compliant hardware/software platform. The system testing included 
certifying the application is Y2K compliant. 

With regards to senior citizen complaints, the system can only track these 
complaints if the individual voluntarily provides their date of birth when 
making the complaint. 
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Attachment 1 


Customer Satisfaction Measurement - Residential 

(CSM-R) 

Overall Performance Results - Residential Households 
(Percent Ratings) 

PQ IV, FY 99 


Performance Cluster EXA/G/GD 

ALBANY 98 

SPRINGFIELD 97 

MIDDLESEX-CENTRAL 97 

PROVIDENCE 97 

WESTERN NEW YORK 97 

DAKOTAS 97 

NEW HAMPSHIRE 96 

MAINE 96 

HARRISBURG 96 

ERIE 96 

GREATER MICHIGAN 96 

HAWKEYE 96 

PITTSBURGH 96 

SUNCOAST 95 

LONG ISLAND 95 

SOUTH JERSEY 95 

NORTHLAND 95 

CENTRAL PLAINS 95 

MILWAUKEE 95 

HONOLULU 95 

SOUTH GEORGIA 95 

AKRON 95 

NORTHERN VIRGINIA 95 

SALT LAKE CITY 95 

KENTUCKIANA 94 

APPALACHIAN 94 

CONNECTICUT 94 

BIG SKY 94 

SPOKANE 94 

COLUMBUS 94 

CENTFtAL FLORIDA 94 

PHILADELPHIA 94 

MID-AMERICA 94 

ARKANSAS 94 

NORTHERN ILLINOIS 94 

GREATER SOUTH CAROLINA 94 

CINCINNATI 94 

GREATER INDIANA 94 

PORTLAND 94 

LANCASTER 94 

LOUISIANA 93 

BALTIMORE 93 

BOSTON 93 

MID-CAROLINAS 93 

RIO GRANDE 93 
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Customer Satisfaction Measurement • Residential 

(CSM-R) 

Overall Performance Results - Residential Households 
(Percent Ratings) 

PQ IV, FY 99 


Performance Cluster EXA/G/GD 

ALABAMA 93 

TENNESSEE 93 

CLEVELAND 93 

CENTRAL NEW JERSEY 93 

WESTCHESTER 93 

ALBUQUERQUE 93 

GREENSBORO 93 

GATEWAY 93 

ARIZONA 93 

SACRAMENTO 93 

RICHMOND 93 

CAPITAL 93 

FORT WORTH 92 

NORTH FLORIDA 92 

ROYAL OAK 92 

CENTRAL ILLINOIS 92 

MISSISSIPPI 92 

OKLAHOMA 92 

NORTHERN NEW JERSEY 92 

ALASKA 92 

SEATTLE 92 

COLORADO/WYOMING 92 

SANTA ANA 92 

VAN NUYS 91 

SAN DIEGO 91 

SOUTH FLORIDA 91 

HOUSTON 91 

CARIBBEAN 90 

LAS VEGAS 90 

ATLANTA 90 

SAN JOSE 90 

DETROIT 89 

DALLAS 89 

LONG BEACH 88 

OAKLAND 87 

LOS ANGELES 84 

SAN FRANCISCO 83 

TRIBORO 83 

NEW YORK 83 

CHICAGO 75 
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Attachment 2 


I^mm^ POSTAL NEWS 


November 4, 1999 FOR IMMEDIATE RELEASE 

Contact: Irene A. Lericos 
410-715-0070 
Release #12 
ilericos@email.usps.com 


POSTAL SERVICE TO STUDY GROWTH IN GRAND STRAND 
AND PEE DEE AREAS 


In response to a congressional inquiry made by U.S. Representative Mark 
Sanford during the Subcommittee on the Postal Service oversight hearing, 
Postmaster General Bill Henderson agreed to reevaluate post office expansion in 
the Grand Strand and Pee Dee areas. 

Plant annexes are typically created to meet short-term mail processing 
requirements. The Postal Service has decided to address the increase in mail 
volume growth in the Myrtle Beach and Pee Dee areas with a long-term solution. 
Therefore, the proposal to construct a Myrtle Beach annex of the Florence Mail 
Processing facility at the former Air Force Base is being reassessed. 

The Postal Service has already begun to study growth and trends in the 
area. This review will assure that postal services in these areas will be 
adequately met in the future. During the six- to eight-month process, local postal 
officials will continue to keep the community informed. 




USPS Eagle symbol and logotype are TRAoeuAfins of the Uniteo States Postal Service. All rights reserved. 
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CHAPTER 1 COMPIIANCE WITH STATUTORY POLICIES ic 


Attachment 5 


the Postal Service’s improvement strategy pro- 
gresses from a cradiiional find and fix approach 
to a preventative systems approach, we hope to 
achieve world class breakthrough productivity. 

5 Diversity 

a. General 

As one of the country’s largest employers, the 
Postal Service needs to create an environment that 
capitalizes on the diversity of its workforce. There 
is also a need to develop a sense of inclusiveness 
and common purpose. In response to these needs, 
the Board of Governors commissioned a study 
conducted by Aguirre International to evaluate 
and assess the effectiveness of the Postal Service’s 
diversity development program. As a result of this 
study, the Deputy Postmaster General (DPMG) 
established a Diversity Oversight Committee 
co-chaired by the Chief Operating Officer and 
the Chief Financial Officer to oversee the imple- 
mentation of diversity improvement opportunities. 
The group established 23 diversity improvement 
initiatives to address the issues and developing 
concerns outlined by the Aguirre study. 

in fiscal year 1999, the Postal Service com- 
pleted the 23 diversity improvement initiatives. 
The Diversity Oversight Committee continues to 
review the progress of these initiatives as well as 
the new initiatives added for the Year 2000 and 
beyond to ensure that continued emphasis is 
placed on diversity. Based on the findings and rec- 
ommendations of the Aguirre study, a corporate 
poliev’ statement on diversity was developed and 
then issued to reinforce our commitment to diver- 
sity and specifically define diversity as it pertains 
to the Postal Service. Also in line with those find- 
ings and recommendations, a five-year Diversity 
Business Plan was prepared that included: recruit- 
ment strategies to increase the hiring of women 
and minorities, increased accounubility among 
executives for ensuring inclusiveness of all groups 
through the merit evaluation process, and programs 
to improve promotional activities and increase 
inclusivencss of all groups. Moreover, qualitative 
and quantitative indicators to measure the progress 
of the recruitment, hiring and promotion programs 
were developed and deployed. These indicators are 
linked to the diversitv’ business strategy. 


The Postal Service’s Supplier Diversity Program 
will be expanded to include the training of local 
buying personnel, collection of data for measuring 
the success of the program over time, and improving 
subcontractor participation to include more women 
and minorities. 

Some of the specific initiatives for FY 2000 and 
beyond include: organization-wide communication 
of the corporate diversity policy statement, account- 
^ility for managing diversity in the merit evaluation 
for each postal executive, increased focus on under- 
represented groups in the employee recruitment 
process, and expanding corporate succession plan- 
ning to promote entrance of underrepresented 
groups into higher levels of management. 

b. National Diversity Recognition Program 

it is Diversity Development’s goal to encourage 
and support the efforts of the U.S. Postal Service 
employees chat (1) contribute to the acceptance 
of diversity within the workplace, (2) positively 
recognize our employee and customer popula- 
tions, and (3) address the needs of every population 
we serve. In line with this mission, Diversit>' 
Development established a National Diversity 
Recognition Program to recognize managers and 
employees for their outstanding contributions to 
the diversity effort. 

In 1998, the program shifted from a depart- 
mental to a corporate focus and awards were 
sponsored through the Management Committee. 
Identified as the largest peer recognition in Postal 
Service history, the awards program is aimed at 
providing employees an opportunity to recognize 
individuals and teams that have made significant 
contributions to encourage, promote, and cele- 
brate diversity. The 1999 program resulted in 
approximately 1,400 employees nominated into 
the program, with a total of 34 National Award 
Winners. To date, a total of 131 employees at the 
craft, management, and executive levels have been 
recognized for outstanding contributions toward 
diversity corporate goals at an annual awards ban- 
quet in their honor. 

Recognizing and valuing diversity continues 
to be a business requirement and is key to enabling 
our core processes to attain CuslomerPerfect! ^oz\s. 
Rewarding postal employees and managers for their 
support of and accountability to diversity initia- 
tives will help the Postal Service remain a more 
inclusive, versatile, and productive organization. 
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currently being revised . The revised Guide will be 
mailed to all postal employees’ homes. 

Publication 552. Managers’ Cuieie to 
Understanding Sexual Harassment, was updated to 
include recent changes in the law and to add the 
Initial Management Inqu.ry Process (IMIP) to 
guide managers m hanaimg ana rcso;ving sexual 
harassment complaints. This revised guide was dis- 
tributed in June 1999 to ail installation heads 
throughout the organiiarion. 

The establishment of a national tracking as- 
tern CO determine the extent to which sexual 
harassment is reported in the workplace has been 
placed on hold due to funding considerations . 

Prevention and elimination of sexual harass- 
ment is an ongoing effort. Goals for the coming 
year include: 

• the design, development, and distribution of 
new posters for sexual harassment prevention 
awareness throughout field units: 

• the design, development, and distribution of 
a “tool kit” for sexual harassment prevention for 
facilitators and managers (to be provided in early 
FY 2000); 

• a partnership with Human Resources to 
offer additional training courses through PBS the 
Business Channel; and 

• a PSTN broadcast on the Initial 
Management Inquiry Process to guide and assist 
PCES and EAS employees in conductirtg initial 
inquiries into allegations of sexual harassment in 
the workplace. 

In line with the mandatory, one-hour VOE 
training for craft employees, a new postal video 
entitled Workplace Environment on Sexual 
Harattmunt Prevention was developed to increase 
their understanding and awareness about the seri- 
ous nature of sexual harassment and co maintain 
an environment free of sexual harassment. This 
mandatory, video-based training program will be 
rolled out next fiscal year. To assist with this efibrt, 
Service Talks also will be provided with the video 
to influence positive change within the organira- 
tion and achieve a workplace free of sexual harass- 
ment. 

A menu of course training matetials also will 
be provided to assist employees in meeting 
ihcir two-hour sexual harassment VOE training 
requirement. 

f. Training and Development 

1. Bias- Free Awareness and Communication 
Training. The Postal Service’s mission is to create 
aji inclusive environment in our organization so 


that the diverse needs of our employees, cus- 
tomers, and suppliers are integrated .into the busi- 
nc^ approaidi. Demographics, attitudes, and 
economics are all constantly changing. Language 
both reflects and shapes society; it goes hand-in- 
hand with social change To ensure competitive- 
ness in the global marketplace, the Postal bervice 
must cxintinuc to make certain chat the language 

in directives and everyday business transac- 
tiottt is indusive, bias-free, nonsexist, and gender- 
free. 

To a.<wisr in this efforr, from January 22 
through August A, 1999, Diversity Development 
sponsored 18 sessions of a three -hour course for 
headquarters employees entitied: Bias-Free Editing. 
WritiHv. and Speaking - Tlit purpose of the course 
•w^ twofold; (1) to teach techniques and provide 
resources for using bias-free writing and editing in 
U.S. Postal Service documents as well as internal 
and external communications; and (2) to help 
employees increase their awareness of biased terms 
and diversity issues, thus helping them to gain 
kncfwicdge chat can be called upon to modify 
everyday business writing and speaking. 

The response and feedback was very positive. 
The requests received far exceeded the number of 
available slots. More than 500 managers and 
employees responded to the initial announcement, 
immediately filling dse 270 available slots and cre- 
ating the need for an ongoing waiting list. To ful- 
fill VOE requirements and accommodate 
additional requests subsequent to the initial 
announcement, the Inspection Service sponsored 
two of the classes for its employees and Purchasing 
sponsored 1 \ for its employees, bringing the total 
number of classes to 31 and participants to 465. 

Each attendee participated in and received a 
workbook of exercises to help them to: identify 
seven types of discriminatory language and to 
examine their subsequent material for .tuch lan- 
guage; identify, prevent, and recover from biased- 
speech errors; use alternative terms for problem 
words and usage; and review the writing of others, 

Panicipanis also received a copy of Rosalie 
Mario’s book entitled Talking About People: A 
Guide to Fair and Accurate Language, a guide con- 
sisting of alternative terms, and a 7.0 Word macro, 
ail to use as aids co assist in keeping writing bias- 
free. 
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g. Mafor Purchases 

During 1999. the Postal Service made more than 
59,000 contractual actions, totaling approximately 
$9.6 billion. The following are some of 1999s 
most significant purchases. 

A series of contracts, valued at more than 
$1 billion, was awarded to five suppliers to expand 
the Mail Transportation Equipment Service Center 
(MTSC) network. MTSCs repair and mainuin 
transportation equipment. There are 22 MTSCs 
in the network. A $250 million contract was 
awarded to the Ford Motor Company for more 
than 1 1,000 carrier route vehicles. In order to fur- 
ther environmental initiatives, all of the vehicles 
will be “flex-fueled,” capable of running on ethanol 
or unleaded gasoline. Lastly, a contract valued at 
$66-9 million was awarded for a new robotics con- 
tainerization system which will automate several 
mail processing steps and a performance-based 
incentive contract was awarded to continue improve- 
ments in the processing of handwritten mail. 

In the design and construction area, a contract 
worth more than $31-6 million was awarded for 
the construction of a new 449,384 gross-squarc- 
fooi Processing and Distribution Center (P&DC) 
in Greensboro, North Carolina. 

A $62 million contract was awarded for the 
design and construction of a P&DC and vehicle 
maintenance center in Columbus, OH, and, a 
$6 million contract was awarded for the exterior 
renovation of the Bronx, New York, General 
Post OlTice. 

h. Energy and Environmental Contracting 

Partnering with Engineering’s Environmental 
Management Policy organization, Purchasing and 
Materials continued to support the Postal Service’s 
ongoing Energy Program. The former Utility 
Deregulation Oversight Committee, which was 
responsible for setting strategic focus on the dereg- 
ulation of the electricity and gas industries, has 
broadened its scope and become the National 
Energy Program Committee. The Committee has 
full oversight of ail Postal Service energy-related 
issues. The shared energy concept continues to 
provide benefits in both cost savings and energy 
efficiency. Thirty-five shared energy contracts call- 
ing for the retrofitting of existing facilities with 
energy efficient products have been awarded, and 
annual cost savings are estimated at $8.9 million. 


The National Environmental Purchasing 
Steering Committee, another result of the 
I^lrchasing and Materials and Environmental 
Management Policy partnership, also continues 
in eflbns to further the Postal Service’s environ- 
mental commitment. During 1999, the committee 
developed model statements of work and contracts 
for recycling sciMccs and for hazardous waste dis- 
posal, as well as a model competitive shared energy 
soiiciution. Training in the resulting new purchas- 
ing procedures has been completed at 1 0 field pur- 
chasing offices and is available to Area and District 
organizations. Field organizations also had an Impaa 
in the environmental area. In 1999, 30 contracts 
were awarded for such things as the nationwide 
Int^ratcd Retail Terminal (IRT) removal, paper 
and undeliverabie bulk business mail recycling, 
and other environmental services. Lastly, the 
manj^r of the Dallas Purchasing and Material 
Management Service Center received the White 
House’s Closing the Circle award for his environ- 
mental efforts, and two employees at the Greensboro 
Purchasing and Material Management Service 
Center received the Federal Energy and Water 
Management award. 

i. Supplier Diversity 

The Postal Service’s Supplier Diversity Program is a 
fundamental element of the Postal Service’s corpo- 
rate strategy to remain competitive and profitable 
in the marketplace. The purpose of the program 
is to ensure small, minority, and woman-owned 
businesses equal access to the Postal Service’s 
purchasing opportunities. 

Following the adoption and distribution of a 
general policy on Diversity in October 1998, the 
Postal Service issued its Supplier Diversity Statement 
of Commitment. The Statement was broadly 
disseminated and is featured on the Internet. In 
January 1999, the Service updated and reissued its 
five-year Supplier Diversity Plan which reinforces 
the message that “Supplier Diversity is everyone’s 
responsibility" — the responsibility of the person 
generating the requirement, the person approving 
the purchases and the person making the commit- 
ment of postal funds. The Plan focuses on six key 
areas: (I) planning, (2) communication/assiscance, 
(3) recognition, (4) sourcing, (5) training, and 
(6) accountability. It reinforces the precept that a 
strong, committed, and diverse supplier base is criti- 
cal to our long-term interests. Our goal is to make 
the Postal Service a world-class leader in Supplier 
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CHAPTER a COMPLIANCE WITH STATUTORY POLICIES 


Diversity. That goal was furthered by the issuance 
of the Supplier Diversity Plan, applic^Ie to all 
Postal Service purchasing organizations. 

Internal and external communications and 
training continue to be critical to the ovciall success 
of the Supplier Diversity Program. Buying organi- 
zations hold “supplier focus groups" to explore 
opportunities for process simplification. Supplier 
councils, supplier surveys, and various interagency 
linkages are also used to secure supplier feedback 
to make it easy for suppliers to do business with 
us. In February, our efforts to promote supplier 
diversity led to a significant revision of our sub- 
contracting policy. Our efforts here were to improve 
and clarify our approaches and insistence that 
our prime contractors aggressively consider small, 
minority, and women-owned firms when they 
subcontract on our projects. The revised policy 
requires subcontract plannir^ by our largCT suppliers 
and quarterly accomplishment reports from most 
of our suppliers holding contracts valued in excess 
of$500,000. 

We arc also testing new business pracrices. 

In the Los Angeles area, local purchasing organi- 
zations have joined together, across commodity 
lines, to focus on more effective sourcing and 
communications methods. Should these prove 
successful, they will be used nationally. 

In response to our VOC and VOB goals, in 
1959 the Postal Service sponsored or co-sponsored 
industry events in cooperation with national supplier 
organizations such as: the U.S. Hispanic Chamber 
of Commerce, the National Council of LaRaza, 
the National Urban League, the Organization of 
Chinese Americans, the League of United Latin 
Americans, the National Association for the 
Advancement of Colored People, the National 
Congress of American Indians, and the Pan Asian 
American Chamber of Commerce. 

'X'c have participated in an estimated 50 trade, 
federal. Congressional, and special emphasis supplier* 
focused events. Local offices sponsored Supplier 
Diversity events across the country to provide 
opportunities for suppliers to demonstrate their 
products, services, and capabilities. The events also 
typically include supplier workshops and seminars 
on doing business with the Postal Service. These 
outreach efforts: ( 1 ) helped to create brand aware- 
ness, ( 2 ) increased contacts with the supplier com- 
munity, (3) improved understanding of supplier 


capabilities, (4) enhanced our ability to “source” 
from a broader field of potential suppliers, and ( 5 ) 
heightened our image as a public seaor organiza- 
tion that supports supplier diversity and economic 
development within the communities we ser\’e. 

The Postal Service also continued to cultivate 
business relationships with organizations that 
sponsor and promote small business and those 
owned and managed by minorities and women. 
Our partnerships with the Business Women 
Network, the National Association for Women 
Business Owners, the Pan Asian Chamber of 
Commerce, the U.S. Hispanic Chamber of 
Commerce, and the National Minority Supplier 
Development Council (NMSDC) have provided 
the Postal Service access to their supplier databases. 
As an example, this year the Postal Service acquired 
on-line access to the national database for the 
NMSDC, located on the Internet. The NMSDC 
advocates minority business development by fos- 
tering mutually beneficial links between minority 
suppliers and the federal and private business 
sectors. The Minority Business Information System 
(MBISYS 2000) provides comprehensive infor- 
mation on more than 1 5.000 of America’s top 
minority-owned firms. Our partnerships with 
these organizations also yielded educational 
seminars, training, and technical assistance. 

Annual Supplier Diversity training was 
expanded this year to cover all employees in buying 
functions. Over 650 professional buyers articulated 
Individual Development Plans that included expe- 
riential and training opportunities in cultural and 
supplier diversity. 

During 1999, more than 71 percent of contrac- 
tual actions (representing more chan $4.1 billion) 
went to small businesses. More than $363 million 
(representing 9.8 percent of contractual actions) 
went to minority businesses, and more than 
$446 million (representing 1 1 percent of con- 
tractual actions) went to woman-owned busi- 
nesses. These figures do not include the results 
of our new subcontracting policies. We have 
begun to collect this data and will include it 
in future reports. 
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Attachment 7 

October?, 1996 


STRATEGIC ALLIANCE GUIDELINES 

1. DEFINITION 

A strategic alliance is a cooperative arrangement between the Postal Service 
and one or more private entities. In return for a substantive benefit from cooperative 
efforts to deveiop and/or maricet a joint product, the Postal Service allows its alliance 
partner(s) the use of or acc-iss to Postal Service property, either tangible (e.g. retail 
lobby space) or intangible (e.g. iradeinarks, copyrights, patents and technical data) 
and/or the efforts of Postal Service personnel. The Postal Service may also obtain the 
use of or rights to the partner’s property. Joint products may include a service or 
product sold to the public, joint marketing activities, a patented process or device, 
technical data, software, and cost savings strategies or devices. The cooperative effort 
may result in revenue or cost savings to ttie Postal Service from the joint product. 

2. DISTINGUISHING A STRATEGIC ALLIANCE FROM A PURCHASE 

The act of obtaining goods and services for the benefit of the Postal Service In 
exchange for Postal Service funds Is generally a purchase governed by the 
Procurement Manual. Although the Postal Service may obtain the use of goods and 
services as a result of a strategic alliance, generally the goods, services and rights 
obtained are those employed in the common and mutually beneficial cooperative effort, 
and the acquisition of those goods and services cannot be the primary purpose of the 
arrangement. Purchasing and Materials and the Law Department should be consulted 
early in the project development in order to determine whether a particular undertaking 
constitutes a purchase or a strategic alliance. 

3. SCOPE 

These guidelines apply to the initiation, development, testing, and final 
implementation of any program in which a strategic alliance will be involved. 

4 . DEFINING THE PROJECT AND DETERMINING BENEFITS 

Whenever a Postal Service department or organization is considering sponsoring 
a strategic alliance, it will assess and document the following: 

Puroose : Identify the objective of the strategic alliance and the intended 
commitments as welt as advantages to the Postal Service. 

Market Demand Analysis : Perform and describe an analysis of the market place 
to determine if the proposed alliance will meet market expectations in the lace of 
competitive altematives and customer requirements. Determine (a) who wants 
the product and in what quantities, (b) what are the future prospects of the 
product or service or business opportunity in terms of customer acceptance. 
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(c) what is net revenue generafion for the Postal Sewice, and (d) wfhat is the 
positioning of postal products and services in a competitive environment. 

Financial Analysis : in conjunction wtdr the Finance Department determine 
revenue projections and costs associated with the proposed alliance. Include 
data on exp^ed initial market share and the target being sought, and perform 
an analysis of financial risk, an evaluation of costs and revenue sharing by the 
partners, and a forecast of sustained market share over a relevant period of 
time. 

Infrastructure and Operations Impact : Assess the impact on the Postal Service's 
infrastructure and operations to determine if additional costs must be incurred 
and whether the potential return Justifies any new investment. This assessment 
should include the personnel or labor relations plans for the venture. 

Service Requirements : Evaluate existing service expectations in order to 
provide a framework to determine the required service standards for the 
proposed alliance. 

Legal Analysis : Obtain an analysis from the Law Department of significant legal 
issues relating to the proposed alliance. 

CustomarPerfect! Compliance : Show direct contribution to Postal Service Goals, 
Sub-Goals, and Indicators as part of the Establish Process. In addition to VOB 
and VOC considerations, there should be a clear consideration of any impact on 
VOE Human Resources strategies. 

S. DEVELOPING THE PROJECT AND SELECTING THE PARTNER 

New Product Development Process : These Strategic Alliance Guidelines are 
intended to complement the New Product Development Process. Instructions on 
integrating these processes are in Appendix A. 

Alliance Partner Selection Process : Depending on the circumstances, the 
alliance may be achieved through a competitive or non-competitive process. In 
either case, a written Justification for the selection of an alliance partner over 
other potential partners must be prepared. A list of factors to be addressed in 
the Justification is in Appendix B. 

The Strateoie Alliance Aoreement : Because alliances are not governed by 
Procurement Manual procedures, a detailed agreement must be negotiated In 
writing fOr each alliance. Procedures for creating an agreement are in 
Appendix C. 
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APPENDIX A 

COORDINATION OF THE STRATEGIC ALLIANCE GUIDELINES WITH 
THE NEW PRODUCT DEVELOPMENT PROCESS 

1 . The Strategic Alliance Guidelines are intended to complement the 5. 1 New 
Product Development Process [CustomerPerfect 5.1) by providing procedures to follow 
when the Postal Service is proposing to develop and/or market a new product with an 
alliance partner. In these circumstances, the Preliminary Business Plan should explain 
the value to die Postal Service of the joint product, as set out in section 4 of the 
Strategic Alliance Guidelines. 

2. The Preliminary Business Plan should also include a section justifying the 
selection of the alliance partner, as set out in Appendix 8 of the Strategic Mliance 
Guidelines. Depending on the circumstances, the alliance may be achieved through a 
competitive or non-competitive process. In either case, the selection process should be 
followed in selecting an alliance partner for the test market phase as well as for the 
national roll-out. The Business Plan should consider whether it is in the best interest of 
the Postal Service to teat market with one partner and then change partners when the 
national roll-out of the product occurs. If the sponsoring organization considers a 
change of partners detrimental to product success, then H must document this in the 
selection process and incorporate it in the selection justification before the market test 
begins. 

3. Consistent with CustomerPerfect 5. 1 , ail strategic alliance Preliminary Business 
Plans must be approved by the Management Committee and reviewed by the Board of 
Governors. 
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APPENDIX B 

FACTORS TO BE ADDRESSED IN THE SELECTION JUSTIFICATION 
FOR A STRATEGIC ALLIANCE PARTNER 

1. Competitive Selection : Generally, unless there are compelling reasons for the 
selection of one specific partner, several potential partners should be considered. If a 
competitive sele^on is used, the sponsoring organization will dioose, witti the 
assistance of Purchasing and Materials and the Law Department, an appropriate 
method for identi^ing and considering potential alliance partners. Appropriate methods 
for Identifying potential parfoers may include the following: 

A. Use of a market survey, 

B. Publishing a notice requesting interested parties to submit their 
qualifications, and 

C. Solicitation of detailed proposals from potentially qualifying parties. 

2. Noncompetitive Selection : If a noncompetrtive selection is made, explain foe 
extent to which one or more of the following criteria affected the selection of the alliance 
partner 

Snecial Attributes ■ The alliance partner has special attributes that satisfy the 
intended objective and compares favorably with other firms that were considered 
(identify other firms considered). Examples of special attributes include, but are 
not limited to, the following: 

(a) a patent on a device or process, 

(b) technical data or knowledge not 
available anywhere else, 

(c) access to a market that other firms do 
not possess, 

(d) possession of trademarks, copyrights, 
or other intellectual property which the 
Postal Service wants to use, 

(e) special knowledge or experience 
concerning a market, product or 
process, and 

(f) spedal standing or position in a particular 
market. 
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Confidentialitv - Discussions with other parties concerning a strategic alliance 
plan or joint product would cause significant harm to the Postal Service. The 
Chief Mar1«eting Officer (or a designee) (or the VP of the sponsoring 
organization, if different) and the VP of Purchasing and Materials (or a designee) 
should concur in the need for confidentiality. 

Nondisclosure Agreement - The terms of a nondisclosure agreement preclude 
discussions with other parties. If that is so, explain the necessity for entering into 
the nondisclosure agreement. Note: If the potential alliance partner requests 
that Postal Service personnel execute nondisclosure agreements before 
discussing a potential strategic alliance plan, consult Purchasing and Materials 
and the Law Department for advice before executing the agreement. The 
wording of such agreements can seriously hamper future activities. 

Compelling Uroeney - The Postal Service has a compelling urgency for 
proceeding with a strategic alliance; delay would seriously harm the Postal 
Service. 

Best Interests of the Postal Service - A competitive procedure would not be in 
the interest of the Postal Service. 

3. Written Justification : A determination that an alliance partner is suited for the 
strategic alliance should be in writing and should include appropriate documentation. 

4. Identification of Firm : Analyze the relevant strengths and weakness of the finri 
chosen for the alliance. Describe with particularity how the idea originated and the 
circumstances which indicate that the chosen firm has the financial, management, and 
technical resources necessary to deal successfully with the Postal Service to achieve 
the Intended objective. 

5. Conflict : Those involved in the selection of an alliance partner, or making any 
decisions about the alliance itself, must not have any financial interests that could 
present a conflict or the appearance of a conflict. Organizational conflicts between the 
Postal Service and its contractors and alliance partners should also be avoided. The 
Law Department should be consulted immediately if there are any questions in this 
regard. 
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APPENDIXC 

DRAFTING AND NEGOTIATING 
THE STRATEGIC ALLIANCE AGREEMENT 

1 . The Strategic Alliance Agreement is a contract and must be drafted and 
negotiated with the same care as any other Postal Service contract. The contract 
should define all relevant rights and obligations of the Postal Service and the alliance 
partner, including (1) damages/liability, (2) intellectual property, (3) indemnification, 

(4) termination, and (5) sovereign acts. 

2. No agreement may be for an indefinite length. Unless authorized by the 
Management Committee, ail agreements must provide for termination by the Postal 
Service upon notice or for convenience with defined damages. 

3. Legal counsel and Purchasing and Materials should be included early in the 
process to assist in drafting and negotiating strategic alliance agreements. 

4. Strategic Alliance Agreements must be signed by an official with contracting 
authority or who receives a delegation of such authority from the VP of Purchasing and 
Materials for the purpose of signing the agreement. 

5. The contract should be reviewed by the Finance Department and other 
departments likely to be affected by the strategic alliance. 

6. No binding contract should be signed with the alliance partner until the 
Management Committee and/or the Board of Governors have reviewed the strategic 
alliance at issue. 
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Attachment 8 

Individuals who worked under Personal Services Contract 104230-92 -P-3543 


Name 

Funded Amount 
(Includes travel) 

Start 

End 

Sparks, Norman 

$185,473.10 

09/92 

08/94 

Letts, David 

$305,912.92 

01/93 

09/96 

Tyson, Preston 

$404,069.24 

02/93 

12/93 

Thompson, Ingrid 

$169,898.10 

02/93 

06/95 

Stringer, Rafael 

$65,541.44 

03/93 

08/93 

Olinger, Mark 

$171,414.30 

04/93 

06/95 

Vanderyt, Lawrence 

$727,300.00 

07/93 

10/98 

Osmond, Nancy 

$157,080.00 

11/93 

08/94 

Graff, Richard 

$73,900.00 

01/94 

09/94 

Hunter, Ken 

$498,404.50 

08/94 

03/99 

Amoroso, Frank 

$409,910.00 

02/95 

08/99 

Strunk, Herbert 

$52,042.22 

02/95 

09/95 

Harzer, Karl 

$141,360.00 

03/95 

02/96 

Hennessey, Vince 

$218,202.50 

06/95 

12/96 
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Attachment 9 

U.S. Postal Inspection Service 

Inspection Service Employment Report 


1.WRN 2. Name 

3. Month Year 

4. Name of Division 5. QA 

6. Team 

7. Case Number 

Hours 

7. Case Number (Continued) 

Hours 

( ) 


{ ) 


( ) 


1 ) 


( ) 


( ) 


{ ) 


( ) 


( ) 


( ) 


( ) 


( ) 


( } 


( ) 


{ ) 


( ) 


( ) 


( ) 


( ) 


( ) 


( ) 


( ) 


( ) 


( ) 


( ) 


( ) 


{ ) 


( ) 


{ ) 


( ) 


( ) 


( ) 


{ ) 


( ) 


8. Leave 

Hours 

9. Administrative 

Hours 

Annual 


Relocation 

IBB 


Sick 


All Other 



Holiday 


10. Instructor 


Miiitary (ML) 


11. Training 

Hours 

Relocation (RL) 


Physical Fitness 

01 


Other (OL) 


Basic 

11 


Leave w/o Pay (LW| . [ 

Post Basic 

12 


Comments: 

Basic Functional 

13 


Technical 

14 


Developmental 

15 


Threat Management 

16 


12. Other 

Hours 



Continuirtg Professional Education 

71 



Organized Crime 

72 


13. Signature 14. Date 




IS Form 512-A, June 1998 (page 1 of 2) (20260-2172) 
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Audit Committee Chairman’s Letter 


The Chairman of the Board of Governors selects the members 
of the Audit Comminee. During 1 999, the Comtninee, consistit^ 
of Governors Daniels, Winters and myself met six times in con- 
junction with the regularly scheduled monthly Board meeting. 

The Audit Committee is responsible, on behalf of the Board d 
Governors, for reviewing the financial reporting process, ensuring 
the soundness of the accounting and control practices, and the 
integrity of the financial statements of the Postal Service. 

The Committee recommends to the Board, subject to its approval, 
the selection of the independent accounting firm responsible for 
the external audit as well as oversees compliance with the Kims 
of the audit contract. Dtaing the ^r thi Board, upon the recom- 
mendation of the Committee, designated the Inspeciot G«iera] 
the co-Conctacting Officer Representative, along with the Vice 
President, Controller, for the external audit contract and approved 
a one-year extension of the contract through the 2001 audit. 

During 1999, the Committee reviewed the Boards Audit Charter 
and recommended no changes at this time. As a part of its 
responsibilities, the Committee also reviewed other related 
postal issues as appropriate. Two specific issues received special 
attention at each meeting; the Year 2000 (Y2K) iritiative and 
the status of management’s actions on the Office of Inspector 
General audit recommendations. 


Report of Independent Auditors 


Board of Governors 
United States Postd Service 

We have audited the accompanying balance sheets of the United 
Scares Postal Service as of September 30, 1999 and 1998, and the 
related statements of operations, changes in net capital deficiency 
and cash flows for each of the three years in the period ended 
September 30, 1999. These financial statements are the responsi- 
bility of the United States Postal Sauce’s management. Our 
responsibility is to express an opinion on these financial statements 
based on out audits. 

We conducted out audits in accordance with generally accepted 
auditing standards and the standards for financial audits contained 
in Government Auditing Standards issued by the Comptroller 
General of the United States. Those standards r^^uire chat we plan 
and perform the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement. An audit 
includes examining, on a rest basis, evidence .supporting the amounts 
and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial 
statement presentation. Wc believe chat our audits provide a reason- 
able basis for our opinion. 


V 2 ' Uf'ited Slste? 5e^v'-:e loog Annual P?oort 


In our opinion, the financial statements referred to above present 
fairly, in all material respects, the financial position of the United 
States Postal Service at September 30, 1999 and 1998, and the 
results of its operations and its cash flows for each of the three 
years in the period ended September 30, 1999, in conformity 
with ^ncrally accepted accounting principles. 

In accordance with Government Auditing Standards, we have a],?o 
issued a report dated November 9. 1999, on our consideration 
of the United Stares Postal Service’s internal control over financial 
reporting and on tests of its compliance with certain provi.sions 
of laws, regulatbns, contracts, and grants. 

Washington. D.C 
November 9. 1999 



With regard to rhe financial statement audit for 1999, the 
Committee, at the stan of the audit process, discussed the overall 
scope of work and the respective audit plans with the external 
auditors, Ernst & Young LiR the Office of the Inspector General 
and the Postal Inspection Service. We also met regularly with them 
as well as management and the General Counsel jointly and snde- 
pend«idy to discuss the progress of the audit work. This included 
an evaluation of the organization’s internal controls and the quality 
of the financial reporting process. This provided the opportunity 
for die Committee to assess the coordination of the audit work 
and ensure independence and objectivity in the respective internal 
and external audit programs. 

Acconlingly, the Committee recommended and the fiill Board 
in its deliberations approved the financial statements for 1999. 



Ned R- MeWherter 
Qainnan, Audit Committee 
December 7, 1999 
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Historical Perspective 

29-Year Net Income 


Where did al! the net income We may hatre been m tf»e“Wack*’ftw8ie past five years, but since the Post Office Departmenfs 
1971 reorganization the United States Postal Service has been In the “red” more often, totaling losses of $11.4 billion versus 
gains of $7.9 billion. 

The Postal Service stopped receiving subsidies from Congress in 1982. However, the Postal Service’s current financial 
portion was greatly impacted by the 1990 Omnibus Budget Reconciliation Act ( 08 RA) legislation that made the USPS 
responsible for ail health benefits and COLAs for its retirees ^nce July 1, 1971. To date v/s have paid Congress approM- 
mateiy $14.9 billion. 

At the beginning of 1995, the Postal Service had accumulated almost $9 billion in net losses since being established in 1971. 
in keeping with the intent of the legislation that created the Postal Service and mandated that revenues cover costs, the Postal 
Service Board of Governors adopted a resolution in h»ly 1995 to restore the organization's equity by recovering these losses. 

The total net income of $5.5 billion earned during Hre five-year period from 1995-1999 has enabled the Postal Service to recover 
more than half of the prior years’ losses. This remaricable financial turn around was accomplished with a below-inflafton rate 
increase, rising mail volume and a moderate Increase in expenses. 

The Postal Service still has $3.5 billion in prior years’ losses. 


$ billions 

Early Postal 
Reorganization 


Restoring Equity 


OBRA Era 


Board Resolution 

1995-1999 


$2. 



■ Annual Met Income 

■ Annual Met Loss 


United Stoles Postal Service 1999 Annual Report j 73 j 
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Financial History Summary 





1999 

1998 

1997 

Statements of Operations 

(dollars in billions) 

Toral revenue 

$ 62.7 

$ 60.1 

$ 58.3 

Total expense 

62.4 

59.5 

57.0 

Net income (loss) 

S 6.4 

1 0^ 

$ 13 

(dodars in millions) 

Operating revenue 

$62,655 

$60,005 

$58,133 

Revenue forgone appropriation 

71 

^ 

_83 

Total operating revenue 

62.726 

60.072 

58.216 

Compensation and benefits 

47322 

45,588 

43,835 

Restructuring costs 

_ 

— 

— 

Other expenses 

13309 

12,190 

11,038 

Total operating expenses 

60.631 

57,778 

54,873 

Income from operations 

2,095 

2,294 

3,343 

Interest and investment income 

29 

44 

115 

Interest expense on deferred retirement Itabiikies 

(1,592) 

(1.597) 

(1.597) 

Imputed interest on rctroactiw assessment for emiAsjree benefits 

— 

(16) 

(32) 

POD workers’ compensation expense 

(11) 

(8) 

(258) 

Interest expense on borrowings 

(158) 

(167) 

(307) 

Income (ioss) before retroactive assessments and extraordinary items 

363 

550 

1,264 

Retroacti'rt assessments for employee benefits** 

— 

— 

— 

Income (loss) before extraordinary item 

363 

550 

1,264 

Extraordinary irem— -debt refinancing premium 

— 

— 

— 

Net income (loss) 

$ 363 

L_522 

$ 1,264 

Balance Sheets 

Assets 

Current assets 

$ 980 

$ 1,528 

S 1,463 

Property and equipment, deferred retirement costs and other assets 

54,713 

53,015 

_aS75 

Total assets 

$55,693 

^M.543 

$53.138 

Liabilities 

Current liabilities 

$15,120 

$14,913 

$13,834 

Other liabilities 

37,466 

37.652 

37,439 

Long-term debt 

3,554 

2,788 

3,225 

(Net capital deficiency)/equicy 

(447) 

_i810) 

(1.360) 

Total liabilities and (net capital deficiency)/equiiy 

$55,693 

^54,543 

$53.138 

Changes In (Net Capital Def[clency)/Equity 

Beginnir^ balances 

Capital contributions of the U.S. government 

$ 3,034 

$ 3.034 

$ 3,034 

Deficit since (cuiguiiitatioii 

(3344) 

(4.394) 

(5,658) 

Total beginning balance (net capital deficiency)/equity 

(810) 

(1.360) 

(2.624) 

Net income (loss) 

363 

550 

1.264 

Ending balance’** 

$ (447) 

$ (810) 

S(L36Q) 

■ Certain redassifications have been made to previously reporred amounts. 

•* i^iares to OBR.'i 1990 and 1993. 

Some louls may not add cxacsly due to rounding- 
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1996* 

1995* 

1994* 

1993* 

1992* 

1991* 

1990* 

1989* 

S 56.6 

S 54.5 

$ 49-6 

$ 48.0 

S 47.1 

$ 44.2 

$ 40.1 

S 38.9 

55.0 

127 

50.5 

49.8 

47.6 

45.7 

41.0 

38,8 

$ 1.6 

$ L8 

$ (0.9) 

$ (1.8) 

$ (0.51 

$ (1-5) 

$ (0.9) 

S 04 

$56309 

$54,176 

$49,252 

$47,418 

$46,151 

$43,323 

$39,202 

$37,979 

93 

117 

131 

164 

545 

562 

453 

436 

56,402 

54.293 

49,383 

47.582 

46.696 

43,885 

39.655 

38,415 

42,676 

41.931 

39.609 

38.448 

37.122 

34,904 

33,158 

31.349 

__ 

— 

— 

129 

1,010 

— 

__ 

__ 

10.437 

8,799 

8,846 

7,745 

7.521 

7.215 

6.276 

6,002 

5.3,113 

50.730 

48,455 

46,322 

45.653 

42,119 

39.434 

37,351 

3,2S9 

3,563 

928 

1.2&} 

1,043 

1,766 

221 

1,064 

142 

216 

193 

404 

409 

318 

419 

505 

(1.449) 

(1.364) 

(1.336) 

(1.346) 

(1,269) 

0,172) 

(1.056) 

(1,020) 

(47) 

(79) 

(97) 

(70) 

(81) 

(91) 

— 

__ 

— 

— 

— 

— 

— 

— 

— 

— 

1368) 

(566) 

(601) 

{620) 

(638) 

_i4S0) 

(458) 


1.567 

1.770 

(913) 

(372) ■ 

(536) 

341 

(874) 

61 





— 

(857) 



0.810) 





1.567 

1,770 

(913) 

(1.229) 

(536) 

0,469) 

(874) 

61 



_ 



(536) 










$ 1,770 

$ (913) 

$(1'765) 

$ (536) 

$(L469) 

$ (874) 

1 ^ 


$ 1,447 

$ 2.775 

S 2,683 

$ 4.478 

$ 6,027 

$ 4,863 

$ 4,528 

$ 5.448 

50.157 

46,146 

43.733 

42.803 

41.638 

38.403 

32,977 

31.324 

$51.604 

$48,921 

$46,416 

$47.281 

$47.665 

$43.266 


$36,772 

$12,573 

$11,299 

$11,665 

$10,140 

$ 9,484 

$ 7,400 

$ 6,290 

$ 5,898 

37,746 

34.794 

32,985 

33,503 

32,291 

30,474 

25,825 

25,103 

3.909 

7.019 

7,727 

8,686 

9.173 

8.139 

6.668 

6,173 

(2.624) 

(4,191) 

(5.961) 

(5,048; 

(3.283) 

(2.747) 

(1,278) 

(402) 

$51.604 


$46.416 

$47.281 

$47.665 



$36.772 


S 3.034 

$ 3.034 

$ 3,034 

$ 3,035 

$ 5,034 

$ 3,034 

$ 3.03S 

$ 3.039 

(7,225) 

(8,995) 

(8.082) 

(6.318; 

(5,781) 

(4.312) 

0.438) 

-(3..4.99> 

(4,191) 

(5,961) 

(5,048) 

(3,283) 

(2.747) 

(U78) 

(402) 

(460) 

1.567 

1,770 

(91.3) 

(1.765) 

(536) 

(1.469) 


^ 


$ (4.191) 

$(5,961) 

i(^.048j 

$(3,283) 

iazs 

ULM) 

$ (402) 
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Operating Statistics 


(in millions of units indicated) 


Mail Revenue 

1999 

1998* 

1997 

1996 


1995 

First'Class Mail 

Pieces, number 

101,936.5 

100,434.2 

99,659.9 

98,216.1 


96,295.9 

Weight, pounds 

4,299.9 

4,151.3 

4,115.1 

4,019.5 


3,865.0 

Revenue 

$ 34,933.2 

$ 33,861.2 

$ 33,397.6 

$ 33,116.5 

$ 

31,955.1 

Priority Mail 

Pieces, number 

1,189.5 

1,174.4 

1,068.2 

937.3 


869.0 

Weight, pounds 

2,142.6 

1,980.0 

1,860.6 

1,562.8 


1.483.7 

Revenue •' 

S 4,533.3 

$ 4,187.4 

$ 3,856.9 

$ 3,321.5 

S 

3,074.7 

Express Mail 

Pieces, number 

^ 68.7 

66.2 

63.6 

57.6 


56.7 

Weight, pounds 

78.3 

77.7 

76.3 

63.7 


62.5 

Revenue 

$ 942.0 

$ 854.5 

$ 824.7 

$ 736.8 

$ 

710.9 

Mailgrams 

Pieces, number 

4.1 

4.3 

5.3 

4.2 


4.5 

Revenue 

$ 1.6 

$ 1.7 

$ 2.0 

S 1.6 

$ 

1.5 

Periodicals 

Pieces, number 

10,273.8 

10,316.8 

10,411.4 

10,126.2 


10,194.2 

Weight, pounds 

4,482.6 

4,451.1 

4,338.3 

4,132.0 


4,210,8 

Revenue 

$ 2,115.3 

$ 2,072.3 

$ 2,067.5 

$ 2,013.9 

$ 

1,971.9 

Standard Mail (A) 

Pieces, number 

85,661.7 

82,508.1 

77,253.6 

71.686.1 


71,112.1 

Weight, pounds 

10,648.3 

10,376.8 

9,693.9 

9.014,4 


9,233.9 

Revenue 

$ 14,435.8 

$ 13,701.7 

$ 12,876.0 

$ 12,175.1 

$ 

11.791.5 

Standard Mail (B) 

Pieces, number 

1,043.1 

1,023.4 

988.4 

948.9 


936.2 

Weight, pounds 

3,533.2 

3,407.3 

2,889.9 

2,696,6 


2.708.6 

Revenue 

$ 1,828.5 

$ 1,754.3 

$ 1,627.6 

$ 1,524.1 

s 

1.524.7 

International Surface 

Pieces, number 

103.2 

95.6 

97.4 

104.5 


105.5 

Weight, pounds 

96.1 

95.6 

102.0 

106.5 


114.2 

Revenue 

$ 193.9 

$ 183.7 

$ 192.0 

$ 198.9 

$ 

205.3 

International Air 

Pieces, number 

860.3 

848.4 

909.5 

948,6 


695.6 

Weight, pounds 

148.8 

149.0 

157.2 

147,0 


135.2 

Revenue** 

$ 1,434.2 

$ 1.416.1 

$ 1.422.8 

$ 1,449.9 

s 

1.254.1 

U.S. Postal Service 

Pieces, number 

382.3 

380.1 

377.3 

360,1 


412.3 

Weight, pounds 

102.6 

96.2 

88.4 

97.8 


79.7 

Free Mail for the Blind 
and Handicapped 

Pieces, number 

53.2 

53.2 

53.3 

50.0 


51.7 

Weight, pounds 

26.6 

27.2 

30.6 

32,6 


32.1 

TOTALS*** 

Pieces, number 

201,576.3 

196,904.7 

190,888.1 

183,439,5 


180,733.7 

Weight, pounds 

25,558.8 

24,812.3 

23,352.4 

21,873.0 


21,925.7 

Revenue 

$ 60,417.8 

$ 58,032.9 

$ 56.267.0 

$ 54,538.2 

s 

52.489,7 


’ Revisions have been made to amounts previously reported in 1998. 
Includes foreign postal transaction revenue. 

Agency and franKcd mail are included in their classes of mail. 

Some totals may not add exactly due to rounding. 
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(in millions of units indicated) 


Mail Revenue 


1999 


1998* 


1997 


1996 


1995 

Registered** 

Number of articles 


13.7 


15.3 


16.3 


18.6 


20.5 

Revenue 

$ 

95.2 

$ 

89-2 

$ 

95.2 

$ 

113.3 

$ 

117.5 

Certified** 

Number of articles 


268.1 


278.3 


284.5 


270.8 


288.8 

Revenue 

$ 

377.3 

$ 

385.7 

$ 

342.8 

$ 

558.5 

$ 

560.3 

Insurance** 

Number of articles 


48.6 


40.8 


33.7 


28.7 


28.9 

Revenue 

$ 

91.5 

$ 

72.5 

$ 

61.0 


49.2 

$ 

51.8 

Delivery Receipt Services*** 

Number of articles 


249.3 


237.3 


260.5 





Revenue 

$ 

284.7 

$ 

262.1 

S 

289.4 


- 


- 

Collect on Delivery 

Number of articles 


4.0 


3.8 


4.7 


4.9 


5.3 

Revenue 

$ 

19.8 

$ 

17.8 

$ 

21.8 

$ 

21.3 

$ 

20.8 

Special Delivery 

Number of articles 






0.1 


0.4 


0.3 

Revenue 

$ 

— 

$ 


$ 

1.4 

S 

3.8 

$ 

2.9 

Money Orders 

Number issued 


220.9 


208.6 


206.1 


214.0 


201.8 

Revenue 

$ 

228.3 

$ 

210.1 

$ 

212.2 

s 

221,3 

$ 

196.0 

Face value of issues (non-add) 

528,491.1 

$26,724.6 

$26,180.4 

$25,355.6 

$24,608,5 

Other 

Box rent revenue 

$ 

667.2 

$ 

617.4 

$ 

577.6 

$ 

570.3 

$ 

531.8 

Scamped envelope and card revenue 

$ 

30.7 

$ 

17.4 

$ 

17.1 

$ 

15.9 

$ 

25.4 

Other revenue, net 

$ 

442.0 

$ 

299.8 

$ 

247.0 

$ 

217.2 

$ 

180.0 

TOTALS 

Special Services revenue 

$ 

2,236.7 

$ 

1,972.1 

$ 

1.865.6 

S 

1,770.8 

S 

1,686.5 

Mail revenue 

$60,417.8 

$58,0.32.9 

$56,267.0 

$54.5.38.2 

$52,489.7 

Operating revenue 











before appropriations 

$62,654.5 

$60,005-0 

$58,132.6 

$56,309,0 

$54,176.2 


‘ Rsvislons hav« been made to previously reponed amounts in 1998. 

“ Return receipts have been broken out f^rom re^tered, certified, and insurance special service categories. 

Delivery Receipt Services contains Return Receipts, Return Receipts for Merchandise, and Delivery Confirmation. Delivery Confirmation Service began dur- 
ing 1999. 
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1999 

1998 

1997 

1996 

1995 

Headquarters and Related Employees* 

Headquarters 

2372 

2,231 

1,949 

1,951 

1,825 

Headquarters — Field Support Units 

4357 

4,307 

4,319 

4,023 

4,186 

Inspection Service (field) 

4334 

4,280 

4,347 

4,432 

4,298 

Inspector General 

387 

223 

101 



_ 

Subtotal 

11,450 

11,041 

10,716 

10,406 

10.309 

Field Career Employees* 

Area Offices 

1,875 

1,703 

1.566 

1.541 

1,235 

Postmasters/Installation Heads* 

26,108 

26,156 

26.256 

26,489 

26,564 

Supervisors/Managers 

38,835 

36.508 

35,708 

35,282 

34,732 

Prof. Admin. Tech. Personnel 

11,097 

11,703 

11,369 

11,035 

10,987 

Clerks 

292,400 

293.829 

280,818 

276,964 

273,526 

Nurses 

188 

189 

193 

188 

188 

Mail Handlers 

62337 

62,247 

59,147 

58.305 

37,352 

City Delivery Carriers 

242300 

240,813 

234,033 

238,370 

239,877 

Motor Vehicles Operators 

9370 

9,026 

8,625 

8,429 

8,029 

Rural Delivery Carriers — Full Time 

54,588 

52,241 

49.957 

48.340 

46.113 

Special Delivery Messengers 

— 

7 

1:331 

1,463 

1.517 

Bldg. & Equip. Maintenance Personnel 

41,873 

41,054 

39,954 

39.272 

38,161 

Vehicle Maintenance Personnel 

5.574 

5.524 

5.501 

4,882 

4,794 

Subtotal 

786..345 

781,000 

754,458 

750,560 

743,075 

Total Career Employees 

797,795 

792,041 

765.174 

760,966 

753.384 

Non-Career Employees* 

Casuals 

25,067 

25,711 

32.615 

24,696 

26,401 

Non-Bargaining Temporary 

707 

784 

774 

654 

596 

Rural Subs/RCA/RCR/AUX 

57357 

56,265 

54.834 

53,768 

50,269 

PM Relief/Leave Replacements 

12,485 

12,613 

12,687 

12.724 

12,774 

Transitional Employees 

12355 

17.222 

26,789 

33,066 

31,548 

Offices, Stations, and Branches 

Number of post offices 

27,893 

27.952 

28,060 

28,189 

28.392 

Number of stations and branches: 

Classified stations and branches 

5,788 

5,661 

5,446 

5.521 

5,651 

Contract stations and branches 

2,903 

2,974 

2.907 

2,897 

3,480 

Community post offices 

1,585 

1.572 

1,606 

1,605 

1,626 

Subtotal 

10,276 

10.207 

9.959 

10,023 

10,757 

TOTAL OFFICES. STATIONS, 

AND BRANCHES 

38,169 

38,159 

38.019 

38,212 

39.149 


* Complement data uset On-Roll« and Paid Employees Statistics database. 
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Ml Ernst &Young llp 


u 1225 Connecticut Avenue, N.VV. a Phone: 202 327 6000 

Washington, D.C. 20036 


Report of Independent Auditors 


Board of Governors 
United States Postal Service 

We have audited the accompanying balance sheets of the United States Postal Service as 
of September 30, 1999 and 1998, and the related statements of operations, changes in net 
capital deficiency and cash flows for each of the three years in the period ended September 
30, 1999. These financial statements are the responsibility of the United States Postal 
Service’s management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards and the 
standards for financial audits contained in Government Auditing Standards issued by the 
Comptroller General of the United States Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements 
are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as 
well as evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material 
respects, the financial position of the United States Postal Service at September 30, 1999 
and 1998, and the results of its operations and its cash flows for each of the three years in 
the period ended September 30, 1999, in conformity with generally accepted accounting 
principles. 

In accordance with Government Auditing Standards, we have also issued a report dated 
November 9, 1999, on our consideration of the United States Postal Service’s internal 
control over financial reporting and on tests of its compliance with certain provisions of 
laws, regulations, contracts, and grants. 



November 9, 1999 


Ernst & Young llp is a member of Ernst & Young International, Ltd. 
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United States Postal Service 
Balance Sheets 


September 30, 



1999 

1998 


(dollars 

in millions) 

Assets 

Current assets: 

Cash and cash equivalents 

S 15 

$ 395 

Receivables: 

Foreign countries 

337 

514 

U.S. government 

149 

154 

Consignment 

58 

51 

Other 

147 

154 


691 

873 

Less allowances 

113 

88 

Total receivables, net 

578 

785 

Supplies, advances and prepayments 

387 

348 

Total current assets 

980 

1,528 

Other assets, principally revenue forgone 

appropriations receivable (Note 8) 

376 

379 

Property and equipment, at cost: 

Buildings 

16,513 

15,123 

Equipment 

12,421 

11,179 

Land 

2,407 

2,286 

Leasehold improvements 

1,019 

916 


32,360 

29,504 

Less allowances for depreciation and 

amortization 

12,143 

10,785 


20,217 

18,719 

Construction in progress 

2,623 

2,073 

Total property and equipment, net 

22,840 

20,792 

Deferred retirement costs (Note 6) 

31,497 

31,844 

Total Assets 

$55,693 

$54,543 


See accompanying notes to financial statements. 
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September 30, 



1999 

1998 


(dollars 

in millions) 

Liabilities and Net Capital Deficiency 

Current liabilities: 

Compensation and benefits 

$ 5,919 

$ 5,290 

Estimated prepaid postage 

1,628 

1,673 

Payables and accrued expenses: 

Foreign countries 

527 

780 

U-S. government 

164 

148 

Other 

657 

742 

Total payables and accrued expenses 

1,348 

1,670 

Prepaid box rentals, permit and metered mail 

2,049 

1,955 

Outstanding postal money orders 

813 

692 

Current portion of debt 

3,363 

3,633 

Total current liabilities 

15,120 

14,913 

Long-term debt, less current portion (Note 5) 

3,554 

2,788 

Other liabilities: 

Amounts payable for deferred retirement benefits 

(Note 6) 

29,685 

30,138 

Workers’ compensation costs (Note 2) 

4,901 

4,923 

Employees’ accumulated leave 

2,041 

1,959 

Other 

839 

632 

Total other liabilities 

37,466 

37,652 

Commitments and contingencies (Notes 9 and 11) 

Total Liabilities 

56,140 

55,353 

Net capital deficiency: 

Capital contributions of the U.S. government 

3,034 

3,034 

Deficit since reorganization 

(3,481) 

(3,844) 

Total Net Capital Deficiency 

(447) 

(8IQ) 

Total Liabilities and Net Capital Deficiency 

S55,693 

$ 54,543 


See accompanying notes to financial statements. 
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United States Postal Service 
Statements of Operations 


Years ended September 30, 



1999 

1998 

1997 


(dollars in millions) 

Operating revenue (Note 8) 

S62,726 

$60,072 

$58,216 

Operating expenses: 

Compensation and benefits (Notes 2, 6, and 7) 

47,322 

45,588 

43,835 

Transportation 

4,267 

4,207 

4,026 

Other 

9,042 

7,983 

7,012 

Total operating expenses 

60,631 

57,778 

54,873 

Income from operations 

2,095 

2,294 

3,343 

POD workers’ compensation expense (Note 3) 

(11) 

(8) 

(258) 

Interest and investment income 

29 

44 

115 

Interest expense on deferred retirement liabilities 
(Note 6) 

(1,592) 

(1,597) 

(1,597) 

Interest expense on borrowings 

(158) 

(167) 

(307) 

Imputed interest on OBRA 1993 retroactive 
assessment for employee benefits (Note 4) 

- 

(16) 

(32) 

Net Income 

S 363 

$550 

$ 1,264 


See accompanying notes to financial statements. 
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United States Postal Service 
Statements of Changes in Net Capital Deficiency 
Years Ended September 30, 1999, 1998 and 1997 



Capital 

Contributions 

OfU.S. 

Government 

Deficit Since 
Reorganization 

Total Net 
Capital 
DeficiencY 


(dollars in millions) 


Balance, September 30, 1996 

$3,034 

$(5,658) 

$(2,624) 

Net Income 

- 

1,264 

1,264 

Balance, September 30, 1997 

3,034 

(4,394) 

(1,360) 

Net Income 

- 

550 

550 

Balance, September 30, 1998 

3,034 

(3,844) 

(810) 

Net Income 


363 

363 

Balance, September 30, 1999 

$3,034 

$(3,481) 

S (447) 


See accompanying notes to financial statements. 
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United States Postal Service 
Statements of Cash Flows 


Cash flows from operating activities: 

Net income 

Adjiistraents to reconcile net income to net cash provi<fcd Iw' 
operating activities: 

Depreciation and amortization 
(Gain) loss on disposals of propertv- and ajuipment. net 
Decrease (increase) in other assets, principally rev'enue forgone 
appropriations receivable 

Increase (decrease) in USPS workers' compensation 
(Decrease) increase in Post Office Departmenl workers' 
compensation 

Decrease in retroactive assessments payable to the 
U.S. government 

increase in employees' aixumulated leave 

Increase in other liabilities 

Changes in current assets and liabilities: 

Decrease (increase) in receivables, net 

(Increase) decrease in supplies, advances and prepayments 

Increase in compensation and benefits 

(Decrease) increase in estimated prepaid postage 

Decrease in payables and accrued expenses 

Increase in prepaid box rentals, permit ami metered mail 

Increase (decrease) in outstanding postal money orders 

Net cash provided by operating activities 

Cash flow s from investing activities: 

Purchase of U.S. government secunties, available-for-sale 
Proceeds from sale of U.S. government securities, available-for-sale 
Purchase of property and equipment 
Proceeds from sale of propert>' and equipment 

Net cash used in investing activities 

Cash flow s from financing activities: 

Issuance of debt 
Payments on debt 

Net cash provided by (used in) financing aaivities 

Net (decrease) increase in cash and cash equivalents 

Cash and cash equivalents at beginning of year 

Cash and cash equh^alents at end of year 


Years ended September 30, 
1999 1998 1997 



(dollars in millions) 


S363 

$ 550 

$ 1.264 

1,795 

1.579 

1-673 

(55) 

7 

19 

3 

(7) 

(IS) 

19 

195 

(332) 

(21) 

(27) 

258 


(331) 

(315) 

82 

lOI 

236 

207 

143 

46 

207 

(113) 

55 

(39) 

40 

22 

503 

451 

128 

(45) 

(70) 

20 

(322) 

(154) 

(1) 

94 

31 

332 

121 

52 

(40) 

2,912 

2.447 

3,347 


(620) 

(300) 

_ 

622 

300 

(3,917) 

(3.055) 

(3,233) 

129 

49 

26 

(3.788) 

(3,004) 

(3,207) 

4,129 

5.696 

1,964 

(3,633) 

(5,147) 

(2,011) 

496 

549 

(47) 

(380) 

(8) 

93 

395 

403 

310 

S 15 

S 395 

S 403 


See accompanying notes to financial statements. 
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United States Postal Service 
Notes to Financial Statements 


1. Description of Business 
Nature of Operations 

The United States Postal Service (Postal Service) provides mail service to the public, 
offering a variety of classes of mail services without discrimination among its many 
customers. This means that within each class of mail our price does not vary by customer 
for the levels of service we provide. This fulfills our legal mandate to offer universal 
services at a fair price. Our primary lines of business are First Class Mail, Standard Mail 
(A) and Priority Mail. The principal markets for these services are the communications, 
distribution and delivery, advertising and retail markets. Our products are distributed 
through our more than 38,000 post offices and a large network of consignees. As in the 
past, we continue to conduct our significant operations primarily in the domestic market, 
with our international operations representing less than 3% of our total revenue. 

Our labor force is primarily represented by the American Postal Workers Union, National 
Association of Letter Carriers, National Postal Mail Handlers Union and National Rural 
Letter Carriers Association (NRLCA). Almost 90% of our career employees are covered 
by collective bargaining agreements. Three of our largest contracts representing 82% of 
our career employees expired November 20, 1998. New contracts were signed that expire 
in 2000 and 2001. The contract for the NRLCA that represents 7% of our career 
employees expires on November 20, 1999. 

Postal Reorganization 

The Postal Service commenced operations on July 1, 1971, in accordance with the 
provisions of the Postal Reorganization Act (the Act), The equity that the U S, 
government held in the former Post Office Department became the initial capital of the 
Postal Service. The Postal Service valued the assets of the former Post Office Department 
at original cost less accumulated depreciation. The U.S. government remained responsible 
for all the liabilities attributable to operations of the former Post Office Department. 

The Balanced Budget Act of 1997 charged the Postal Service with certain liabilities 
attributable to operations of the former Post Office Department for the first time since 
postal reorganization. Our 1997 financial statements contained a $258 million reduction to 
net income as a result with an additional expenses of $1 1 million in 1999 and $8 million in 
1998 (note 3). 
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United States Postal Service 


Notes to Financial Statements (continued) 


1. Description of Business (continued) 

Price Setting Process 

Since 1971, the Act has required the Postal Service to establish prices that cover the costs 
of operating the postal system. The Act established the independent Postal Rate 
Commission with oversight responsibility for mail prices, subject to approval by the 
Governors of the Postal Service. The Act provides for the recovery of operating losses 
through future rate increases, 

2. Summary of Significant Accounting Policies 
Basis of Accounting and Use of Estimates 

We maintain our accounting records and prepare our financial statements on the accrual 
basis of accounting. This basis conforms to generally accepted accounting principles. 
Following these principles, we made estimates and assumptions that affect the amounts we 
report in the financial statements and notes. Actual results may differ from our estimates. 

Cash Equivalents 

Cash equivalents are securities that mature within 90 days or less from the date we buy 
them. 

Current Values of Financial Instruments 

We report the current value of our investments in non-marketable U.S. government 
securities based on the current value of equivalent marketable U.S. government securities. 
The current value of our debt is what it would cost us to pay off the debt if we used the 
current yield on equivalent U.S. Treasury debt. 

Supplies, Advances & Prepayments 

Supplies, advances and prepayments are primarily composed of our inventories of 
supplies, motor vehicle parts, repairable parts for mail processing equipment, and 
advances to employees for annual leave. We value our inventories at the lower of average 
cost or current market price. Total inventories amounted to $172 million at the end of 
1999 and $158 million at the end of 1998. 
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United States Postal Service 
Notes to Financial Statements (continued) 


2. Summary of Significant Accounting Policies (continued) 

Property and Equipment 

We record property and equipment at what it cost us to acquire the assets, including the 
interest we pay on the money we borrow to pay for the construction of major capital 
additions. This interest amounted to $59 million in 1999, $44 million in 1998 and $22 
million in 1997. 

We depreciate buildings and equipment over their estimated useful lives, which range from 
3 to 40 years, using the straight-line method. We amortize leasehold improvements over 
the period of the lease or the useful life of the improvement, whichever time is shorter. 

During 1997 we changed our policy for expensing minor asset purchases. We increased 
the limit from $2,000 to $3,000. As a result, we expensed $83 million of assets in 1997 
that were under the new limit. 

Estimated Prepaid Postage 

This is the amount of cash we estimate that we collected by the end of the year for 
services that we will perform in the following year. 

Compensation and Benefits Payable 

This is the salaries and benefits we owe to current and retired employees, including the 
amounts employees have earned but have not yet been paid, current workers’ 
compensation, unemployment costs, health benefits, and the current portion of the 
amounts payable for retirement benefits. 

Deferred Retirement Benefits 

This is the present value of our estimated legal obligation to the Civil Service Retirement 
and Disability Fund for the amount of retirement benefits payable in the future for our 
current employees’ retirement and our present retirees and their survivors. The present 
value of our benefits payable for our current employees increases when management 
increases basic pay. The present value of our benefits payable also increases when Cost of 
Living Adjustments (COLAs) are granted to our retirees or their survivors. We capitalize 
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United States Postal Service 
Notes to Financial Statements (continued) 


2. Summary of Significant Accounting Policies (continued) 

Deferred Retirement Benefits (continued) 

as deferred retirement costs the amounts due and payable in future years. We expense and 
pay these costs over periods of 30 years for amounts attributable to current employees and 
15 years for amounts attributable to retirees, at 5% interest. We account for our 
participation in the U.S. government sponsored retirement plans as participation in a 
multi-employer plan arrangement. 

Post-Retirement Health Benefits 

Retiree health benefits costs are our obligation to pay a portion of the health insurance 
premiums of those retirees and their survivors who participate in the Federal Employees 
Health Benefits Program (FEHBP). We account for our participation in FEHBP as 
participation in a multi-employer plan arrangement. Therefore, we expense the costs of 
our retiree health benefits as we incur them. 

Workers’ Compensation Costs 

We are self-insured for workers’ compensation costs under a program administered by the 
Department of Labor (DOL). We record these costs, which include the employees’ 
medical expenses and payment for continuation of wages, as an operating expense. At the 
end of the year, our liability represents our estimated present value of the total amounts 
we expect to pay for outstanding claims. We base our estimate of the total costs of a claim 
upon the severity of the injury, the age of the injured employee, the assumed life 
expectancy of the employee, the trend of our experience with such an injury, and other 
factors. In our calculation of present value, we use a net discount rate of 1 .4% for medical 
expenses and 3.0% for compensation claims. 

In fiscal year 1999, management adopted a change in the net discount rate used in 
determining the present value of estimated future workers’ compensation payments for 
medical claims. The net discount rate for medical claims was changed from 0. 1% to 1 .4%. 
The effect of the adoption of this rate has been accounted for as a change in accounting 
estimate. It resulted in a decrease of $131 million in the fiscal year 1999 compensation 
and benefits expense. In management’s opinion, this net discount rate better reflects the 
excess of rates of return on government debt instruments of comparable terms relative to 
expected future medical inflation. 
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United States Postal Service 
Notes to Financial Statements (continued) 


2. Summary of Significant Accounting Policies (continued) 

Workers’ Compensation Costs (continued) 

At the end of 1999, we estimate our total liability for future workers’ compensation costs, 
excluding Post Office Department (POD) liability (Note 3), at $5,306 million. At the end 
of 1998, this liability was $5,287 million. In 1999, we recorded $603 million in workers’ 
compensation expense, compared to the $760 million we recorded in 1998 and the $206 
million we recorded in 1997. 

Research and Development Costs 

We record research and development costs as expenses when we incur them. These costs 
were $67 million in 1999, $77 million in 1998 and $68 million in 1997. 

Advertising 

We record advertising costs as expenses when we incur them. These costs were $241 
million in 1999, $301 million in 1998 and $266 million in 1997, 

3. Balanced Budget Act of 1997 

Under the Postal Reorganization Act of 1971, the U.S. government remained responsible 
for payment of all Post Office Department (POD) workers’ compensation claims incurred 
before July 1, 1971. This Act required that the newly created USPS would be responsible 
only for its own workers’ compensation claims. However, under the Balanced Budget Act 
of 1997, the remaining liability for these POD costs has now been transferred to the U.S. 
Postal Service. We estimate the present value of these claims was $210 million at the end 
of 1999. At the end of 1998, this liability was $231 million. In 1999, we recorded an 
expense of $11 million, compared to the $8 million we recorded in 1998 and the $258 
million we recorded in 1997. In our calculation we use a net discount rate of 3%. 


11 



375 


United States Postal Service 
Notes to Financial Statements (continued) 


4. Retroactive Assessments for Employee Benefits 
Omnibus Budget Reconciliation Act of 1993 

Under the Omnibus Budget Reconciliation Act of 1993, we were required to pay 5% 
interest on the $2.14 billion retroactive assessment from the Omnibus Budget 
Reconciliation Act of 1990. We paid this interest in three equal annual installments of 
$347 million during 1996, 1997 and 1998, totaling $1,041 billion. 

5. Debt and Related Interest Costs 

Under the Postal Reorganization Act, as amended by Public Law 101-227, we can issue 
debt obligations. However, we are limited to net annual increases of $2 billion in our debt 
for capital improvements and to $1 billion for operating expenses. Our total debt cannot 
exceed $15 billion. 

Debt is due as follows (dollars in millions): 


Year 

Amount 

2000 

$3,363 

2001 

52 

2002 

1 

2003 

200 

2004 

- 

After 2004 

3,301 


We paid in cash $202 million in interest in 1999, $236 million in interest in 1998 and $336 
million in 1997. 

The current estimated market value of our debt is $6,877 million in 1999 and $6,639 
million in 1998 (Note 2). All notes payable to the Federal Financing Bank (FFB) may be 
repurchased at current value at any time with five days notice of intent to do so. 

The following page details our debt, which consists of Notes Payable to the FFB and 
Mortgage Notes Payable: 
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United States Postal Service 
Notes to Financial Statements (continued) 


5. Debt and Related Interest Costs (continued) 

Our Debt Consists of the Following (dollars in millions): 

Interest September 30, 

Rate % Terms* 1999 1998 


Notes Payable to the Federal Financing Bank (FFB): 


8.075 Payable $32 million each year to May 31, 2000 

7.800 Payable $15 million each year to May 31, 2001 

8.761 ** Payable $36 million May 31, 1999 and each May 31 
thereafter through May 31, 2001 
6.274 Payable May 16, 2005 

5.002 *** Overnight revolving credit facility; final maturity 
date September 30, 2000 

4.667 Payable November 1 5, 2026; repurchasable at par 

November 16, 1998 and every February 15, May 15 
and August 1 5 thereafter 
5.084 Payable March 30, 2000 

4.977 Payable March 31, 2034; repurchasable at par 

December 31,1 999 and every March 3 1 , June 30, 
September 30, and December 3 1 thereafter 
4.971 **** Short-term revolving credit facility; final maturity date 
September 30, 2000 

5,568 Payable December 31, 2002 

5.688 Payable August 15, 2007 

5.546 Payable August 15, 2007 

5.959 Payable November 15, 2027 

5,726 Payable November 15,2027 

5,606 Payable November 15, 2027 

5,426 Payable May 15,2008 

4,981 Payable May 15, 2008 

4,910 Payable May 15, 2008 

4,836 Payable November 15, 2027 

Mortgage Notes Payable: 

6,00 to Maturing from fiscal years 2000 through 2039 
9.25 secured by land, buildings and equipment with 

a carrying amount of $31 million. 


Less current portion of debt 


$ 32 

$ 64 

30 

45 

72 

108 

500 

500 

279 

246 


600 

500 

- 


750 

- 

2,500 

2,700 

200 

200 

400 

400 

150 

150 

400 

400 

100 

100 

300 

300 

200 

200 

200 

200 

200 

200 

100 

- 


Tmi Ejn 


4 

8 

5^517 


3,363 

3,633 

S3, 554 

H.vss 


All debt is repurchasable at any time at a price determined by then current FFB rates. 
Weighted average interest rate; prior year’s weighted average interest rate was 8.76 1 %. 
Prior year rate was 4.491%. 

Prior year rate was 4.667%. 
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United States Postal Service 
Notes to Financial Statements (continued) 


6. Retirement Programs 

With certain exceptions, employees participate in one of the following three retirement 
programs based upon the starting date of their employment with the Postal Service. 
Employee and employer contributions are made to the Civil Service Retirement and 
Disability Fund (CSRDF), which is administered by the Office of Personnel Management. 
Employees may also participate in the Thrift Savings Plan, which is a defined contribution 
retirement savings and investment plan. Postal Service employees are authorized to 
participate in the Thrift Savings Plan by the Federal Employees Retirement System Act of 
1986. The Plan is administered by the Federal Retirement Thrift Investment Board. 

Civil Service Retirement System (CSRS) 

Under the Postal Reorganization Act, officers and career employees are covered by the 
Civil Service Retirement System, which provides a basic annuity and Medicare coverage. 
The CSRS fund covers substantially all employees hired prior to January 1, 1984. 
Effective January 1, 1999, participating employees contribute 7.25% of their basic pay to 
the CSRDF. Prior January 1, 1999, participating employees contributed 7% of their basic 
pay. We contribute an amount equal to 7% of each employee’s basic pay to the CSRDF. 
We and the employee also contribute to Medicare at the rate prescribed by law. We do not 
match contributions to the Thrift Savings Plan for employees who participate in the CSRS. 

Dual Civil Service Retirement System (Dual CSRS)/Social Security System 

Employees with prior U.S. government service who were hired between January 1, 1984 
and January 1, 1987 are covered by the Dual Civil Service Retirement System/Social 
Security System. We contribute 7% of the employee’s basic pay to the CSRDF. Effective 
January 1, 1999, participating employees contribute 1.05% of their basic pay. Prior to 
January 1, 1999, participating employees contributed 0.8% of their basic pay. We and the 
employee also contribute to Social Security and Medicare at the rates prescribed by law. 
We do not match contributions to the Thrift Savings Plan for employees who participate in 
the Dual System. 
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United States Postal Service 
Notes to Financial Statements (continued) 


6. Retirement Programs (continued) 

Federal Employees Retirement System (FERS) 

Effective January 1, 1987, officers and career employees hired since December 31, 1983, 
except for those covered by the Dual System, are covered by the Federal Employees 
Retirement System Act of 1986. In addition, employees hired before January 1, 1984 
could choose during certain periods in 1987, 1988 and 1998 to participate in the FERS. 
This System consists of Social Security, a basic annuity plan, and a Thrift Savings Plan. 

We contributed to the basic annuity plan 10.7% of each employee’s basic pay in 1999 and 
1998 and 11.4% in 1997. Effective January 1, 1999, participating employees contribute 
1.05% of their basic pay. Prior to January 1, 1999, participating employees contributed 
0.8% of their basic pay. We and the employee also contribute to Social Security and 
Medicare at the rates prescribed by law. In addition, we are required to contribute to the 
Thrift Savings Plan a minimum of 1% per year of the basic pay of employees covered by 
this System. We also match a voluntary employee contribution up to 3% of the 
employee’s basic pay, and 50% of a contribution between 3 and 5% of basic pay. 

The number of employees enrolled in each of the retirement plans at the end of 1999, 1998 
and 1997 is as follows: 


1999* W8 1997 

CSRS 281,062 298,827 314,068 

Dual CSRS/ Social Security 12,598 13,418 13,900 

FERS 503,233 479,069 436,735 

* From July 1998 to December 1998 workers covered by CSRS were allowed to switch to FERS. During this period 
only 3,436, or less than 1 2%, of our employees chose to change plans. 


Deferred Retirement Costs 

Deferred retirement costs consist of the following (dollars in millions): 



1999 

1998 

CSRS basic pay increases 

CSRS retirees’ and survivors’ cost of living adjustments 

$25,545 

5.952 

$25,827 

6,017 

Total 

$31,497 

$31,844 


There are no deferred retirement costs associated with FERS. 
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United States Postal Service 
Notes to Financial Statements (continued) 


6. Retirement Programs (continued) 

Deferred Retirement Liability — Civil Service Retirement System 

When we increase our employees’ current basic pay, we are liable for the additional 
deferred retirement liability. The liability results from the increase in our employees’ 
retirement benefits, which is based on this pay increase. The Office of Personnel 
Management determines the estimated increase in our deferred liability. We amortize and 
pay this amount in 30 equal annual installments, which includes interest computed at a rate 
of 5% per year. We make the first payment at the end of the year in which employees 
receive their pay increase. 

The increase in our deferred liability for retirement benefits under the CSRS as a result of 
basic pay increases was $930 million in 1999, $836 million in 1998 and $560 million in 
1997. 

Deferred Retirement Liability — Retirees’ and their Survivors’ Cost of Living 
Adjustments (COLAs) 

Congress determines the COLAs granted to our retirees. Under the Omnibus Budget 
Reconciliation Act of 1990, we are liable for our share of the cost of living adjustments 
granted to those retirees, and their survivors, retiring on or after July 1, 1971. We are not 
responsible for any costs due to Federal civilian service before that date. 

Each year the Office of Personnel Management determines the estimated increase in our 
liability under this law for the current year. We amortize and pay each year’s amount in 15 
equal annual installments, which include interest computed at a rate of 5% per year. 

The increase in our deferred liability for our retirees’ COLAs was $537 million in 1999, 
$790 million in 1998 and $1,041 million in 1997. 

Future Minimum Payments 

We estimate the future minimum payments we have to make in order to fund CSRS 
benefits and retirees cost of living adjustments as of September 30, 1999, are as follows 
(dollars in millions): 
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United States Postal Service 
Notes to Financial Statements (continued) 


6. Retirement Programs (continued) 
Future Minimum Payments (continued) 


Year 

Amount 

2000 

$ 3,399 

2001 

3,381 

2002 

3,310 

2003 

3,231 

2004 

3,110 

After 2004 

31.331 

Less amount representing interest 

$47,762 

16.255 

Total future minimum payments 

$31,507 

Less: Portion classified as a current liability in 
compensation and benefits 

1,822 

Long-term portion of future minimum payments 

$29,685 


Expense Components 

Listed below are the components of our total retirement expenses that are included in our 
compensation and benefits expense and related interest expense in the Statement of 
Operations for 1999, 1998 and 1997 (dollars in millions): 


1999 1998 1997 


CSRS 

$ 816 

$ 849 

$ 870 

FERS 

1,824 

1,640 

1,590 

FERS— Thrift Savings Plan 

681 

608 

552 

Dual CSRS/Social Security 

35 

36 

36 

Social Security 

1,337 

1,241 

1,162 

Amortization of deferred cost; 

CSRS 

1,214 

1,142 

1,064 

Annuitant COLAs 

602 

569 

552 

Interest expense on deferred 

Liabilities 

1,592 

1,597 

1,597 

Imputed interest on OBRA ’93 

_ 

16 

32 

Total retirement expense 

$8,101 

$7,698 

$7,455 
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United States Postal Service 
Notes to Financial Statements (continued) 


6. Retirement Programs (continued) 

Expense Components (continued) 

Employer cash contributions to retirement plans were $6,756 million in 1999, $6,647 
million in 1998, and $6,481 million in 1997. These amounts do not include Social 
Security and Medicare contributions. 

7. Post-Retirement Health Benefit Programs 

Employees of the Postal Service who participate in the Federal Employees Health 
Benefits Program (FEHBP) for at least the five years immediately before their retirement 
may participate in the FEHBP during their retirement. Under the FEHBP, we pay a 
portion of the health insurance premiums of participating retirees and their survivors. 
This program is administered by the Office of Personnel Management. 

The Omnibus Budget Reconciliation Act of 1990 requires us to pay the employer’s share 
of health insurance premiums for all employees, and their survivors, who participate in 
the FEHBP and who retire on or after July 1, 1971. However, we do not include the costs 
attributable to Federal civilian service before that date. Our FEHBP costs amounted to 
$593 million in 1999, $581 million in 1998 and $548 million in 1997. We include these 
costs in our compensation and benefits expense. 

8. Revenue Forgone 

Our operating revenue includes accruals for revenue forgone. Revenue is forgone when 
Congress mandates that we provide free or reduced mail rates for certain mailers. The 
difference between the price Congress has mandated and the price we would have 
charged the mailer determines the amount of forgone revenue. Congress appropriates 
money to reimburse us for only a portion of the revenue forgone that w'e have incurred in 
past years. In our operating revenue, we have included as revenue the amounts 
appropriated by Congress for revenue forgone of S71 million for 1999, $67 million for 
1998, and $83 million for 1997. Legislation that was passed during 1999 appropriated the 
$71 million for 1999 but delayed the payment until fiscal year 2000. Accordingly, we 
have recorded this as a receivable in 1999. 

Under the Revenue Forgone Reform Act of 1993, Congress is required to reimburse us 
$29 million annually through 2035 (42 years). This reimbursement is for two purposes: 
services we performed in 1991, 1992 and 1993 for which we have not yet been paid; and 
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United States Postal Service 
Notes to Financial Statements (continued) 


8, Revenue Forgone (continued) 

for shortfalls in the reimbursement for the costs we incurred for processing and delivering 
certain nonprofit mail from 1994 through 1998. 

The Revenue Forgone Reform Act of 1993 authorized a total of $1,218 billion in 
payments. We calculated the present value of these fiiture reimbursements to be 
approximately $390 million at 7% interest. We recognized the S390 million as revenue 
during fiscal years 1991 through 1998. The amounts receivable as of September 30, 1999 
and 1998 were $378 million and $380 million, respectively. We recognized no revenue in 
1999, $10 million in 1998 and $22 million in 1997. 

9. Commitments 

At September 30, 1999, we estimate our financial commitment for approved Postal 
Service capita! projects in progress to be approximately $3,799 million. 

Our total rental expense for the years ended September 30 is summarized as follows 
(dollars in millions): 



1999 

1998 

1997 

Non-cancelable real estate leases 
including related taxes 

Facilities leased from General Services 

$ 766 

$711 

$659 

Administration subject to i 20-day 
notice of cancellation 

36 

37 

34 

Equipment and other short-term rentals 

431 

234 

154 

Total 

$1,233 

$982 

$847 
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United States Postal Service 
Notes to Financial Statements (continued) 


9. Commitments (continued) 

At September 30, 1999, our future minimum lease payments for all non-cancelable leases 
are as follows (dollars in millions): 

Year Operating Capital 


2000 

$ 743 

$ 68 

2001 

694 

68 

2002 

644 

68 

2003 

597 

68 

2004 

559 

68 

After 2004 

5,284 

439 


$8,521 

$779 

Less; Interest at 5.5% 


202 

Total capital lease obligations 

Less: Short-term portion of capital 


577 

lease obligations 


37 


Long-term portion of capital lease 

Obligations S540 


Most of these leases contain renewal options for periods ranging from 3 to 20 years. 
Certain non-cancelable real estate leases give us the option to purchase the facilities at 
prices specified in the leases. 

Capital leases included in buildings were $663 million in 1999 and $449 million in 1998. 
Total accumulated amortization is $122 million in 1999 and $86 million in 1998. 
Amortization expense for assets recorded under capital leases is included in depreciation 
expense. 

10. Impaired Assets 

In 1997, we began to record losses on long-lived assets when events and circumstances 
indicate that the assets might be impaired. In accordance with FASB Statement No. 121, 
“Accounting for the Impairment of Long-lived Assets and for Long-lived Assets to Be 
Disposed Of,” we have written down our impaired assets to the lower of cost or fair 
value. We have identified several properties that qualify due to either obsolescence or 
earthquake damage. We recorded impairment losses of $12 million in 1999 and $57 
million in 1997. These losses are included in other operating expenses in the statements of 
operations. No material impairments were recorded in 1998. 
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Notes to Financial Statements (continued) 


11. Contingent Liabilities 

Each quarter we review litigation pending against us. As a result of this review, we 
classify and adjust our contingencies for claims that we think it is probable that we will 
lose and for which we can reasonably estimate the amount of the unfavorable outcome. 
These claims cover labor, equal employment opportunity, environmental issues, traffic 
accidents, injuries on postal properties, personal claims and property damages, and suits 
and claims arising from postal contracts. We also recognize the settlement of claims and 
lawsuits and revisions of other estimates. 

As a part of our continuing evaluation of estimates required in the preparation of our 
financial statements, we recorded approximately a $104 million increase in liabilities in 
1999 to recognize increases in the estimated cost of litigation and claims asserted prior to 
1999. We recognized settlement of claims and lawsuits and revised other estimates in our 
changes in contingent liabilities. Management and General Counsel believe that we have 
made adequate provision for the amounts that may become due under the suits, claims, 
and proceedings we have discussed here. 

12. Year 2000 Disclosure (Unaudited) 

Since our major Year 2000 efforts began, we have operated from the premise that the 
Year 2000 problem while technical in origin, represents a business problem, not a 
technology problem. .This problem stems from the practice of using only the last two 
digits of a year in many computer programs. When the year changes from 1999 to 2000, 
the two-digit representation “00” may not be recognized by some systems causing errors 
ranging from simple miscalculation to a complete computer shutdown. Our objective is to 
limit the impact on our customers, employees, and business. 

Our Year 2000 preparation program involves three distinct elements: remediation, 
business continuity and contingency planning, and recovery management. We completed 
the remediation, or fixing, of our mission-critical systems, including both mail-processing 
equipment and business applications. 

Since we interact with a wide range of suppliers and business partners, we completed the 
development of a broad spectrum of continuity plans in case our critical business process 
is interrupted externally. In addition, our Supplier Management Office has performed in- 
depth assessments of the ability of our key national and local suppliers to provide us with 
necessary products and services into 2000, We also completed the development of 
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12. Year 2000 Disclosure (Unaudited) (continued) 

contingency plans or “workarounds” in case any element of our internal critical systems 
and some non-critical supporting systems fail. For both types of plans, we conducted tests 
and rehearsals. This included tests of our electronic interfaces with our customers and 
business partners, as well as the readiness of our safety, security, and other building 
systems at more than 4,000 of our key facilities. 

The final element of our program, recovery management, builds on our extensive 
experience in moving the mail through such impediments as severe weather conditions and 
natural disasters. We established and tested a well-defined communication structure to 
handle any problems that may occur. So far, we have spent $385 million, and the total 
cost is expected to be between $450 and $500 million for upgrading our systems and 
preparing for Year 2000 readiness. We believe we will be ready. We also believe that our 
extensive preparation by thousands of dedicated personnel prepares us for unforeseen 
Year 2000 problems and limits the consequences to minor effects on administrative or 
financial systems or limited impacts on our ability to deliver the mail. 
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Attachment 12 


December 1. 1999 


Mr. Joel MacCollam 
World Emergency Relief 
PO Box 1518 
Carlsbad, CA 92018-1518 

Dear Mr. MacCollam: 

This is in reference to the letter you wrote Lee Cassidy, Executive Director of the 
National Federation of Nonprofits and his subsequent letter to John Rapp, vice 
president, Delivery. You were concerned about the level of service you were 
experiencing with some of the charitable mailings you were sending out this year. 

Dan Leonard of my staff spoke with you in mid-October regarding the mailings and 
as a result he was put in contact with Eric of your staff. In two telephone 
conversations it was agreed that Eric would provide additional information relative 
to the mailings. To date this information has not been received, which has 
precluded us from taking immediate corrective action to improve the level of service 
to you. 

If someone from your staff could please provide Dan Leonard with the requested 
information, we will try to resolve your concerns as quickly as possible. Dan can be 
reached at USPS Headquarters, Room 7142, 475 L'Enfant Plaza, SW, Washington, 
DC 20260-2802 or by phone at (202) 268-4656. Thank you very much for your 
assistance. 

Sincerely, 

Signed 

Michael F. Spates 
Manager, Delivery 

cc: Lee Cassidy, Executive Director, National Federation of Nonprofits 
John Rapp 

bcc: MSpates, WBothweli, DLeonard, DPP-SF, D-RF 

OS010:Leonard:bgw:2802:DPP-211-99:s/dpp/ieonard/D#21 199.doc (FOS 99-258) 
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Measuring the Cost of Universal Service for Posts’ 


Michael D, Bradley 

Department of Economics 
George Washington University 

Jeff Colvin 
United Stales Postal Service 


1. INTRODUCTION 

The recent introduction of legislation designed to reduce the scope of 
the postal monopoly, in the United States and elsewhere, has sharpened 
interest in understanding the cost borne by a postal operator when it serves 
customers at noncompensatory prices.^ The measurement of such universal 
service obligation costs (USO) is directly relevant to the scope of entry 
restriction. A rationale sometimes employed for granting an exclusive 
franchise to a postal operator is that such restrictions are necessary to 
finance the cost of universal service.’ That is, the postal operator is 
simultaneously charged with serving all customers, irrespective of cost 
differentials, and allowed, via the exclusive pnvilege on letter carriage, to 
charge certain customers pnces above cost to fund the mandated loss- 
making activities. Since there necessarily exists some vector of prices that 
eliminates all loss-making mail flows, rendering profitable any flows for 
which the price is less than the willingness to pay and eliminating the rest, 
the USO is intimately related to the constraint that postal operators offer 
services of the same quality at uniform prices, despite cost differences. An 
additional limit generally placed upon the prices chosen by the postal 
operator is that the universal services be provided at an “affordable rate.” 

Most estimates of USO costs' for posts have been thus far based on 
methods derived from the telecommunications industry,’ methods which 


' The views expressed in this paper are those of the authors and do not necessarily 
represent those of the United States Postal Service or any other organization. The authors 
are indebted to Donald Baron for assistance with the calculations. 

’ United States Congress (1997) would open the delivery of letters with postage of $2 or 
more to competition. European Commission (i998) suggests that significant liberalization 
of postal markets may take place by 2003. 

’ See European Commission { 1 992). 

' See Eisenbiast, Pieper and Snimpf (! 995) and Castro and Maddock ( 1 997). 

’ See Cave (1995). 



389 


several authors have argued are not perfectly suitable for posts.* In fact a 
small but growing body of work has developed that suggests several 
alternatives to the “net avoided cost” (NAC) methodology, as the telecom 
procedure has been dubbed.'' 

After a brief review of the literature on the universal service obligation 
m the postal industry (Section 2), we compare the net avoided cost 
approach with the entry pricing (EP) approach suggested in Rodriguez, 
Smith and Storer (1999). Section 4 then addresses essential issues in 
implementing the entry pricing approach. In Section 5, we present some 
preliminary estimates of the cost of the United States Postal Service’s 
universal service obligation utilizing the EP approach. Finally, in section 6 
we provide an analysis of the cost incurred by the Postal Service in order to 
maintain a system of retail operations, many of which generate more costs 
than revenue. As we rely upon very simple assumptions regarding the cost 
function of potential entrants, our quantitative results are useful primarily as 
an illustration of how certain methods might be applied to actual data on 
postal operations. Nevertheless, the results strongly suggest that further 
research would uncover nontrivial USO costs for the United States Postal 
Service. 


2. METHODS OF MEASURING THE COST OF 
UNIVERSAL SERVICE 

As mentioned above, there are two different approaches that have been 
suggested for measuring the cost of the USO; the net avoided cost 
methodology and the entry pricing methodology. The net avoided cost 
methodology was developed for use in the telecom industry and has been 
applied to postal operations by Elsenblast, Pieper, and Stumpf (1995), 
Kowalewski and Muller (1995), and Castro and Maddock (1997). In 
concept the NAC approach amounts to an incremental cost test applied to 
each service.* The sum of the net losses from those services that fail the 
test, less the losses from deficit-earning services that are offered for reasons 


‘ See Crew and Kleindorfer (1997), Dobbs and Golay (1995), Gallet and Toledano (1997), 
and Rodriguez, Smith and Store: (1999). 

’ Cremer, De Rycke, and Grimaud (1997), Crew and Kleindorfer (1997), Dobbs and Golay 
(1995), Gallet and Toledano (1997), and Rodriguez, Smith and Storer (1999). 

* In practice, any application of NAC methodology to actual postal operations would 
require some aggregation of services. 
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other than to meet the USO,’ is referred to as the net avoided cost. The 
NAC is conceived as the cost that would be avoided if the postal operator 
were not constrained by the USO. 

There as been substantial criticism of the NAC approach as applied to 
posts." Of particular interest is the line of argument beginning with the 
criticism of the NAC method found in Gallet and Tolledano (1997). Their 
centra! argument is that the NAC cost will not equal the cost of the USO 
once competition is present for some (or all) surplus services. That is, one 
should not begin with an avoided cost calculated for a monopolist and then 
apply it to a postal service operating in a (partially or fully) liberalized 
market. This is because in a liberalized market, the most profitable services 
will be (partly or wholly) cream-skimmed away. The resulting loss of 
market share for the incumbent will raise the cost of the USO as the 
incumbent loses its scope and scale advantages. Gallet and Tolledano 
(1997) find that the NAC method is inappropriate when it is applied to the 
problem of determining whether (and to what extent) services should be 
protected from competition. The argument of Gallet and Tolledano (1997) 
is taken up by Rodriguez, Smith and Storer (1999), who develop the logic 
into a method for assessing the cost of the USO. Under their “entry 
pricing” (EP) approach, RS&S (1999) investigate the impact of 
liberalization on the cost of the USO, given that the postal operator remains 
constrained to serve all customers at uniform prices. The EP method 
calculates the lost contribution due to such liberalization. Key to the 
approach are the prices at which entrants would be willing to serve the 
market. 

In order to understand the EP method, it is necessary to realize that the 
function of entry restrictions is to finance loss-making activities through 
above market prices on other activities. If the protection is removed, then 
all prices fall to those at which entry occurs. The contribution that is lost as 
a result is equal to the subsidy required to fund the loss-making activities. 

Under this view, it is the obligation to provide similar services at 
uniform prices that causes the operator to incur its net losses on certain 
activities as well as a portion of institutional cost. Prior to liberalization, 
the operator was unable to set a differentiated pnce for high cost customers, 
but he was able to extract rents from low cost customers to finance losses 
on high cost services. Entry removes this source of financing, leaving the 
operator with the stand alone cost of high cost services, which consists of 
the direct cost plus the institutional cost that remains after the surplus 
earning activities are no longer performed by the incumbent. This is 


’ It has been frequently noted that some price averaging would occur even for a 
unregulated operator. See, for example, Elsenbast and Stumpf (1995). 

See Crew and Kleindorfer (1998) and Dobbs and Golay (1995). 
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precisely the cost of universal service, as measured in the EP methodology. 
Said otherwise, the cost of the USO includes the contribution to 
institutional cost the operator would earn if it were not constrained to serve 
all customers at the same price. The net avoided cost measure, by contrast. 
Ignores the institutional cost that the USO causes an operator to incur." 


3. COMPARING THE NAC AND EP METHODS 

In this section, we construct an economic model that permits explicit 
comparison of the net avoided costs and entry pricing methods. In any 
method of calculating the cost of universal service, the basic issue is that 
the postal administration must perform actions for which the compensation 
does not cover the costs. Analysis of a postal USO typically focuses on 
delivery and reflects the operating reality that universal delivery is required 
for all or virtually all products at a uniform pnce.'^ This approach, 
however, need not preclude the postal operator from offering differential 
products or differential prices, as upstream activities such as sorting or 
delivery need not be at a uniform price. For example, a postal 
administration could provide presort discounts in mail processing or zoned 
rates for transportation and still face a universal service cost in delivery. 

While it is not required for the existence of a cost of universal service, a 
uniform price has generally been part of USO analysis in the postal context 
A postal administration can face a universal service cost even without the 
additional requirement of a uniform price for certain products. However, 
because postal administrations generally do face this additional constraint 
we embody it in our economic model. We impose this restriction only on 
the USO or “monopoly” product, not on competitive products. WTien a 
uniform price is not required on the competitive product, then the postal 
administration does not face erosion of this product’s volume from 
liberalization.'’ 

We thus build a model with two products, a “monopoly” product that 
has a uniform price and a competitive product that can be priced 


" in one sense, this may be unfair, in some versions of the NAC approach, fixed and 
common costs are ignored only in the very first approximation. See Elsenbast and 
Stumpf (1995). In further rounds, costs that are common to the NAC routes are added to 
the estimate of the USO cost. However, this refinement adds significantly to the 
difficulty in applying the NAC methodology. 

See Cremer, Grimaud and Laffont (1999). 

" It IS possible, although unlikely, that the cost of delivery is so high in some areas that no 
delivery service would be purchased at a profit-making price. 


3 
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differentially. A postal operator typically serves some areas which are 
“high cost” delivery areas and some areas which are “low cost” delivery 
areas. By this, we mean that there are some areas for which the total 
revenue generated by the mail delivered in that area is not sufficient to 
cover the total cost of delivering the mail to that area, including upstream 
processing and delivery costs. Accordingly, our model has two areas or 
groups of delivery routes, a high cost area for which product revenue is less 
than cost and a low cost area with the opposite condition. Finally, to 
expedite the analysis we assume that upstream costs are linear but different 
for the two different products. Upstream costs do have material fixed costs 
and thus experience increasing returns to scale. 

We use the following notation. We can now describe the cost stmcture 
of the postal operator. 

Delivery cost for the high cost area: 

Delivery cost for the low cost area: 


Cf=Fj+b,V^+b,V,, -b,V^.F,. 

Upstream cost: 




Where: 

is the volume of the monopoly product in high cost area, 
is the volume of the monopoly product in low cost area, 

FCiis the volume of the competitive product in high cost area, 

Vcj is the volume of the competitive product in low cost areas, 

Fj is low-cost area specific fixed delivery cost, 

A, is high-cost area specific fixed delivery cost, and 
F is upstream common fixed cost. 

Because the competitive product is not subject to a uniform rate 
requirement, there are two competitive prices, one for each area, and Pq- 
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There is only one monopoly price, The postal administration operates 
under a breakeven constraint; 


Pi + + ^2 Va - ^MiVa 

+ -b,V^.V,. 

+ F + c?,(F^, +F^,) + J,(F^,+F„) 


Given this cost structure, we can calculate the contributions from each 
of the products. The contributions will be given by the difference between 
the product’s revenue and its incremental cost. For the monopoly product, 
the contribution is: 


-ibiV^j-b,V^jV,j)-d,{V^,+V^,) 


The contribution from the competitive product can be decomposed into 
the contributions from the two areas. The competitive product’s 
contribution from the high cost area is given by: 


Cl - Pa (‘^2 ^ 2 ] Pcj 


The competitive product’s contribution from the low cost area is given 
by:'* 


'* The calcuiation of the cost of the universal service obligation is made more complicated 
by the existence of scope economies. In particular, when a postal operator benefits from 

5 
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^cy = h - ib,- -d,]v,. 


We can now use this framework to investigate the two different, but 
related, approaches to calculating the cost of universal service for the 
delivery activity. The net avoided cost measure attempts to measure the 
cost of universal service under the assumption that the current regulatory 
regime will persist. This approach operates under the premise that the 
postal operator will continue to benefit from restrictions on entry into the 
market for the monopoly product. Even with this protection, there will be 
areas of the country for which the revenues generated are insufficient to 
cover costs. The difference between the revenues earned and these costs is 
called the net avoided cost of universal service. In our model, this USO 
cost is captured by the difference between the revenues earned on high cost 
routes and the incremental cost of serving those routes; 


COUS^'^^ 


F- + a, + a, 

Mi a ~ b’u ^Mi ~ ^ci 


Note that because we are looking at the universal service cost of an 
activity, the calculation of cost does not focus solely on the volume of the 
monopoly product. The postal operator is earning loses, in the current 
regulatory environment, on all mail delivered to the high cost areas and it 
could increase its profits by simply ceasing to provide service to this part of 
the country. 

The alternative approach to measuring the cost of universal service 
examines that cost in a liberalized environment. The entry pricing 
approach looks at the costs incurred by the postal operator when the 
monopoly restrictions are lifted and entry in profitable areas of the country 
is allowed. In its simplest form, the entry pricing approach assumes that 
competitors will replace the monopolist’s volume in the low cost region. 
When this happens, the postal operator is left providing service for the 
former monopoly product only in the high cost areas. The postal operator 
thus loses the revenue and contribution from the former monopoly product 
on low cost routes. The formula for the entry price cost of universal service 
is given by; 


scope economies, one cannot simply add up the contributions from the individual 
products and set them equal to total fixed cost. By using the breakeven constraint, one 
can show that the sum of the contributions must exceed total fixed cost. 
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COUS^^ 


-b,v,. +b,V^jV^j -d,v^.-d,v,. 


As with the net avoided cost approach, the entry pricing approach for the 
delivery activity includes all surpluses made on the low cost routes, 
regardless of the products delivered. The assumption being made here is 
that the competitors are replacing the postal operator in the delivery of all 
the mail to the low cost area.*’ There are several issues here that merit 
discussion. First, the postal operator may only lose the monopoly product 
on the low cost routes, not the competitive product. After all, the 
competitive product already facing competition and liberalization should 
not affect that product’s competitive stance. (This is not strictly true 
because loss of the monopoly product will imply a loss of economies of 
scope and an increase in the unit cost of the competitive product.) 

Second, if the postal operator has a cost advantage in upstream 
operations like mail processing, then it is possible to consider a situation in 
which competitors replace the delivery function only. The postal operator 
would be responsible for collecting, processing, and transporting the mail to 
the competitor’s delivery station but would not provide delivery. This is 
simply the inverse to the United States Postal Service's current drop ship 
presort discounts. In this circumstance, the upstream costs would have to 
be removed from the cost of universal service and the price of the products 
delivered in low cost area would have to be modified to reflect only the 
marked up upstream costs. 

Third, we can investigate the meaning of the entry pricing measure of 
the cost of universal service. The entry pricing universal service cost for 
the delivery activity is equal to the difference between product revenue and 
stand-alone cost for the high-cost delivery area. If one combines the break- 
even constraint and the expression for the entry pricing cost of universal 
service, one can derive a useful expression; 


[f the incumbent's cost is so far below the potential entrant's cost that no entry will occur, 
then the incumbent will not lose revenue on the low cost route. In this case the EP cost of 
use will degenerate to the NAC cost. 
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COUS^‘‘ 


P^y^>+PaVa- Pi- 


This expression is just the difference between the revenue earned on 
mail delivered on high cost routes and the stand-alone cost of handling that 
mail.“ Comparing the expressions for the entry pricing and net avoided 
cost measures of the cost of universal service, yields the result that, under 
the breakeven constraint, the entry measure is simply the net avoided cost 
measure plus fixed costs. 


4. ISSUES IN IMPLEMENTING THE ENTRY 
PRICING APPROACH 

As discussed above, the entry pricing approach focuses on 
measuring the tost contribution from allowing entrants to capture profitable 
services. To implement the entry pncing approach, it is important to be 
able to identify which of the postal operator’s routes are susceptible to entry 
and which are not. This identification permits estimation of the lost net 
revenue from all such routes. To facilitate the identification, we consider 
the three key variables that will determine if entry will take place: 

Define Rj as the revenue generated by route i. 

Define C„u as the incremental cost of the route. (This includes the 
delivery cost and the upstream costs per piece.) 

Define Cji as the cost to the entrant from serving the route. If the 
entrant is providmg no other services Cj would be the stand 
alone cost (SAC) for the entrant. If the entrant is providing 
other services, then would be the incremental cost for 
the entrant. 

The relationship among these variables across the delivery network 
determines where entry will occur and ultimately the cost of universal 
service. To organize the set of all possible conditions on routes, we must 
relate these three variables in a comprehensive way. Our organizing 
structure will focus on the relationship between the incumbent’s cost and 
the entrant’s costs. There are obviously three possibilities; the incumbent’s 
cost is greater, lesser, or equal to the entrant’s cost. Entry will occur when 
an entrant can price below the incumbent but still make a profit on the 
route. This requires the entrant’s cost to be less then revenue generated by 
the route. Generally this will mean that the incumbent’s costs are also less 
then the revenue generated on the route, although if the entrant’s costs are 


We note that this result is general and does not require the existence of economies of 
scope as we mode! them. Economies of scope emanating from common fixed cost are 
sufficient to ensure this result. Nevertheless, we believe the operational scope economies 
are an important part of the cost structure of delivery and will be embedded in our 
empirical measures. Thus, we include them in our analytical structure. 
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below the incumbent’s cost, entry is possible even if the revenue generated 
is less than the incumbent’s costs. We can define the set of relationships 
between C^, Cj and R as follows. In each case we can determine if entry 
will occur; 

Case I: Routes for which 

a) If Ri > C„i then entry will occur and the incumbent will lose 
contribution. 

b) If R, < C„ or /?, = C„„ then entry not will occur. 

Case II: Routes for which C„, < C„ 

a) If Ri > Cmi and Ri > then entry will occur and the incumbent 
will lose contribution. 

b) If Rj > C,^ and Rj < C,; then entry will not occur. 

c) If Rj < C,^ or Rj = Cmi, then entry will not occur. 

Case III: Routes for which Cmi > C^j 

a) If Rj > C„,i then entry will occur and the incumbent will lose 
contnbution. 

b) If Rj = C,„ then entry will occur but no contribution will be lost. 

c) If Rj < C,ni and Ri > C,j then entry will occur and the incumbent 
will reduce its loss. 

d) If Rj < C,^ and Rj < Cjj then entry will not occur. 

This set of conditions can be presented in tabular form as: 
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Various Conditions of Competition on Routes 



R = c„ 

R<c„, 

C„>C= 

Entry 

Entry 

Entry if R > C, 

No Entry if R < C, 

C„ = C, 

Entry 

No Entry 

No Entry 

C™<C, 

Entry if R > C, 

No Entry 

No Entry 

No Entry if R < 


When the above structure is applied to all modes of delivery, certain 
adding up restrictions can be applied. If we calculate the difference 
between total revenue and total cost for the routes in each of the above 
cells, we can calculate the net contnbution to defraying fixed costs and, 
ultimately profit. For a break-even operator, the sum of the net revenues 
from all of the cells will equal the operator’s institutional cost. 

Whih this in mind, we can begin to operationalize the entry pricing 
definition of cost of universal service. Under this approach, one calculates 
the change in net contribution associated with permitting entry. Formally, 
RS&S (1999) argue that one can measure USO as the change in net revenue 
on those routes on which entry occurs: 


USO^ 


= :I 




- Q(0-c„(0 


where n is the number of routes on which entry occurs. 

In this expression, the “hat” notation identifies revenues and costs for 
the monopoly before entry occurs and the “bar” notation identifies similar 
quantities for the monopoly after entry. 

This equation shows that RS&S (1999) have a dynamic measurement of 
the cost of universal service in mind. Their framework allows for the 
partial loss of volume on a route, the migration of volume from one route to 
another, changes in unit costs associated with changes in volumes on the 
routes, as well as the iterative effect of entry on output through increases in 
the break-even uniform price and the demand response. Although this 
dynamic approach is desirable, it is quite difficult to implement because it 
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requires detailed knowledge of how volumes will migrate on routes, of how 
the incumbent’s unit costs will vary with changes in volume and of how the 
entrant’s cost structure will be influenced by different volume migrations. 
Because of the informational difficulties associated with this analysis, we 
begin our research with a static version of entry pricing. To facilitate 
calculation we make two simplifying assumptions. First, we assume that 
when entry occurs, it is complete. A route is either served by the incumbent 
or by the entrant but not both. This simplifies the analysis by eliminating 
the need to determine the amount of mail that migrates from the incumbent 
to the entrant on any given route. Our second assumption is that the 
incumbent’s cost on the remaining routes is not affected by the loss of 
volume on any one given route. This assumption is made solely for 
computational ease. 

Because of this last factor, the static approach to entry pricing that we 
follow in this paper is likely to understate the actual cost of universal 
service. Nevertheless, it is of value to calculate because it is the first step 
beyond the restrictive net avoided cost approach and begins to look at the 
cost of universal service in a way that takes into account potential entry of 
competitors. It is thus closer to answering the question of what is the 
universal service obligation in a competitive environment. 

The entry pricing approach to measuring the cost of universal service is 
based on analyzing those costs under a potentially competitive situation. 
By its very nature, the entry pricing approach seeks to answer the question 
of how much universal service would cost in an environment in which 
competition was allowed on profitable routes. This is to be contrasted with 
the Net Avoided Cost approach, which does not permit competition in those 
routes and thus measures the cost of universal service from a non- 
competitive perspective. 

The entry price approach attempts to measure how much it would cost to 
serve the set of USO routes (whose costs are greater than their revenue at 
the uniform price) when competitive firms can and will service the 
profitable routes. If competitive firms are able to under-price the 
incumbent on profit making routes, two things will happen. First, the 
incumbent will lose the revenues on those routes and, second, the 
incumbent's cost will decline. Because of scale and scope economies, 
however, the incumbent’s cost will fall by more than the direct costs of the 
routes. The incumbent’s total cost will decline, as a result, by the 
incremental cost of serving the set of profitable routes. Consequently, the 
costs that remain are the standalone costs of the USO routes. By definition, 
the revenues on this set of routes are less than the total cost of serving those 
routes and a subsidy is required if the postal operator is to break-even. That 
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subsidy is the difference between the revenue lost when the profitable 
routes went to competitors and the incremental cost of those routes. That 
subsidy is also the cost of universal service for a break even postal operator 
who has lost its profitable routes to competitors. This measure of the cost 
of universal service can be contrasted with the net avoided cost approach. 
Under NAC, the monopolist’s retains the profitable routes and their 
contribution and simply stops serving the USO routes. When this set of 
routes IS no longer served both the revenue fi'om the routes and the 
incremental cost of serving them disappears. The resulting gain in profit to 
the postal operator, or to customers under the break-even constraint, can be 
then be thought of as the cost of the previously enforced universal service 
obligation. Obviously, this measure of the cost of universal service, which 
permits the monopoly to keep its protection, will be different from one 
calculated for the case in which the postal operator faces competition. It is 
the entry pricing approach that was designed for this latter case. 

We can use our descriptive structure of routes to understand more fully 
the relationship between the net avoided cost approach and the entry pricing 
approach. Under the net avoided cost approach, the cost of universal 
service determined from the set of routes on which the postal operator does 
not earn sufficient revenue to cover its incremental costs of serving the 
route. Based upon the categorization listed above that would include 
routes in categones I.b, II. c, III.c, and Ill.d. 

It can be presented as the highlighted areas in the following table: 


Universal Strvice Obligation as Measured by Net Avoided Cost 



R>C„ 

R = c„ 

R<C„ 

C.>c. 

Entry 

Entry 

Entry ifR>C. 

No Entry ifR < C. 


Entry 

No Entry 

No Entry 

C„<c, 

Entry ifR> C, 

No Entry 

No Entry 

No Entry if R < C, 


The cost of universal service from the entry pricing approach can also be 
identified in our descriptive structure. Under that approach the cost of 
universal service is the net contnbution lost when entry is permitted. Entry 
would occur for routes I.a, II. a, III, a, Ill.b. These routes are presented as 
the highlighted areas in the following table. Note that in the case that R< 
C„, , but C„ > C,, entry actually saves the existing operator lost revenue 
because the lower cost entrant can service the “USO” route at a positive 
profit and thus relieves the operator of the burden. 
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Universal Service Obligation as Measured by Entry Pricing Approach 



R>C„ 

R = c„ 




Entry 

Entry 

Entry if R> C, 

No Entry if R< C, 

C„ = c, 

Entry 

No Entry 

No Entry 

C„<Q 

Entry ifR>C. 

No Entry 

No Entry 

No Entry if R < C, 


There is a relationship between the NAC and the EP approach for a 
break-even operator. If our table covers all modes of delivery, then the 
revenue of all cells in the table must exceed the total cost of providing the 
volume and must approximately equal the institutional costs of the operator. 
Putting aside the unlikely case of entry taking place on a route on which the 
incumbent’s revenue is less than its incremental cost, there is a rough 
correspondence between the entry pricing measure of the cost of universal 
service and the first column of the table and the net avoided cost measure 
and the last column. In essence, the entry pricing approach embodies the 
net avoided cost approach but goes beyond it in considering the existence of 
institutional costs and the effects of entry. This latter characteristic of the 
entry pricing approach was illustrated analytically in Section III by 
examining its relationship to the net avoided cost approach. 

An exception to the correspondence described above occurs when the 
incumbent’s costs are well below an entrant’s cost. In this circumstance, 
the incumbent maybe able to earn net revenues on all low cost routes 
without attracting entry. If this occurs, the entry pricing measure for the 
cost of universal service will degenerate to the NAC cost and this will be 
less than the sum of the net avoided costs and institutional costs. This 
comparison also makes clear a fundamental weakness of the net avoided 
costs. It does not account for the fact that a postal operator must make 
sufficient revenue to cover its institutional costs. 


5. EMPIRICAL IMPLEMENTATION 

In this section we apply the EP methodology to 1995 U.S. Postal 
Service cost data. We note again that this is a first step, as we are 
employing a static approximation to the dynamic entry price approach. The 
procedure that we follow is described in this section. First, we identify a 
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sample of rural carrier routes and city carrier routes for the U.S. Postal 
Service.” The Postal Service collects information on the sample of routes 
as part of its responsibilities in responding to regulatory oversight. Once 
the routes in the sample are selected, the next step is to find the actual 
delivery cost on each of the sample routes. But delivery costs are only part 
of the costs of handling the mail that is delivered on the route and we must 
take into account any other costs that were incurred. With this addition, the 
definition of a “route” becomes more difficult. The entry pricing approach 
requires identification of “routes” that contribute surplus and are potential 
sources of entry. While perhaps straightforward in concept, this is not easy 
in practice. Most generally, routes are aggregates of origin-destination 
pairs utilizing the full set of postal activities; induction, transportation, 
processing, and delivery. The direct estimation of costs for disaggregated 
services or mail flows is unworkable for a postal service with tens of 
millions of delivery points. As some level of aggregation is necessary, we 
make two such aggregations. The first aggregation is across products. That 
is, we consider a route to be the delivery of all classes of mail from origin 
to destination. The second aggregation is to assume a diffuse origin for 
each destination. We cannot trace the origin of each piece of mail that is 
delivered on a particular route, so we assume that each piece of mail is 
equally distant from the carrier’s route. In other words, we construct 
standard costs for the induction, transportation and mail processing costs 
per piece at a detailed product level. Using these standard costs, we 
construct the “upstream” cost of handling and transporting the mail 
delivered on each route. We combine this upstream cost with the route’s 
actual delivery costs and then calculate the total incremental cost for the 
route. 

Under the entry pricing approach, this cost must be compared with the 
revenue generated by the volume delivered on the route to determine where 
entry will occur. The Postal Service’s data systems permit identification of 
the volumes of each type of mail product on the route at detailed level. 
That is, one can obtain information on the number of pieces delivered on a 
route that are First Class letter sized or Standard A flats. We then use these 
detailed volumes to calculate the revenue generated by each route. This 
calculation is done by multiplying the revenue per piece for each 
product/shape category by the volumes of the product shape category in the 
route. 

We have now calculated the total revenue generated by the volume on 
each route and the total incremental cost (both delivery and upstream) of 
providing service on the route. By comparing the two quantities for each 


” The sample consists of 231 city carrier routes (out of 139,000) mid 4,686 rural carrier 
routes (out of 54,379). Revenues, volumes, and costs are from 1995. 



403 


route, we can determine where entry will occur and thus construct the entry 
pricing measure of the cost of universal service. Before those calculations 
can be made, however, one final issue must be addressed. With the 
information that we currently have available, it is not clear on which routes 
entry will take place. We currently do not have data on the entrant’s costs 
and so it is impossible for us to predict on which of the incumbent’s surplus 
routes entry will take place. We do know, however, that entry will occur 
when revenue exceeds the entrant’s costs. We also know when revenue 
exceeds the Postal Service’s costs. Thus to calculate measure of the cost of 
universal service with the entry pncing method, we must make an 
assumption of how the entrant’s cost relate to the Postal Service’s cost. 

If one believes that the Postal Service does not benefit from any 
scale and scope economies, then it is easy to believe that the entrant’s cost 
would equal the Postal Services cost on any route. Under this assumption, 
we can calculate the cost of universal service with the entry pricing method 
by simply identifying all routes for which revenue exceeds the Postal 
Service’s incremental cost. If the entrant’s cost is equal to the Postal 
Service cost, then entry should occur on all of these routes. In contrast, if 
one believes that the Postal Service does benefit fi-om scale and scope 
economies then one would expect the entrant’s cost to be above the Postal 
Service cost. We do not have a measure of how much higher the entrants 
cost would be, so we perform a sensitivity analysis by assuming that the 
entrant’s costs are 5 percent, 10 percent and 20 percent above the Postal 
Service's cost.'* 

The calculated cost of the universal service obligation under the entry 
pricing method is presented in the following table for the four scenarios 
discussed above. The values range from a high of nearly $ 10 billion to a 
low (under 20% higher entrant costs) of S4.5 billion. 


'* The theoretical cost concept applicable to the estimation of the cost of universal service is 
the incremental cost of the set of profitable routes. We do a good job of approximating 
the incremental delivery costs of those routes, but our approximation of upstream 
incremental costs is less precise. Recall that our calculation method makes use of 
standard costs for upstream operations. That means we are assuming that the unit costs 
are constant with respect to changes in volume and that assumption is inconsistent with 
the existence of scale and scope economies in upstream operations. In future work, we 
will attempt to account for this characteristic of postal operations and our current 
estimates of the cost of the universal service obligation must be interpreted with this 
assumption in mind. To the extent that the incremental cost of the set of profitable routes 
is higher in future calculations, the resulting estimated cost of universal service will fall. 
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THE ENTRY PRICING APPROACH TO MEASURING THE COST OF 

THE UNIVERSAL SERVICE OBLIGATION 

All costs expressed in thousands of 1995 dollars 

Cost of Universal Service on City Carrier Routes: 

Entrant Costs equal USPS costs. 

S 7,087,098 

Cost of Universal Service on Rural Carrier Routes; 

Entrant Costs equal USPS costs. 

S 2,727,625 

Cost of Universal Service on All Carrier Routes; 

Entrant Costs equal USPS costs. 

$ 9,814,722 


$ 5,953,278 

Cost of Universal Service on Rural Camer Routes: 

Entrant Costs are 5% neater than USPS costs. 

S 2,375,258 

Cost of Universal Service on All Carrier Routes: 

Entrant Costs are 5% .greater than USPS costs. 

S 8,328,536 

Cost of Universal Service on City Carrier Routes: 

Entrant Costs are 10% .greater than USPS costs. 

S 4,891,486 

Cost of Universal Service on Rural Carrier Routes; 

Entrant Costs are 10% .greater than USPS costs. 

S 2,037,807 

Cost of Universal Service on All Carrier Routes; 

$ 6,929,293 

Cost of Universal Service on City Carrier Routes; 

Entrant Costs are 20% .greater than USPS costs. 

S 3,138,817 

Cost of Universal Service on Rural Carrier Routes: 

Entrant Costs are 20% greater than USPS costs. 

S 1,423,479 

Cost of Universal Service on All Carrier Routes; 

Entrant Costs are 20% greater than USPS costs. 

$ 4.562,296 


6. POST OFFICES 

The Postal Service maintains over 28,000 post offices. It has often been 
suggested that some of them earn revenues less than the expenses they 
incur. As the losses from such operations, where they exist, are logically 
part of the cost of the USO, we have made a preliminary attempt to 
calculate them. To do this, we have tallied the revenues from 25,000 post 
offices in Accounting Period 9 of Fiscal Year 1999. The total revenue 
taken in by a post office, however, is far in excess of the revenue it has 
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US Comptroller General (1975). 
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‘earned.’ One would not argue, for instance, that an individual post office 
should be credited with 33 cents for every letter that is taken in over the 
window. This is because a huge proportion of the costs of the provision of 
the service for which the 33 cents is paid (delivery, transportation, sorting, 
etc) is incurred in other offices. The revenue ‘earned’ is more akin to a 
sales commission. 

Therefore, we discounted the total revenue taken in by each activity at 
each post office by factors designed to allocate the appropriate amount of 
revenue to each office/activity. The factors, which come from an internal 
Postal Service study, are based on the proportion of national total cost made 
up by each of the revenue gathering activity expenses. 

We calculated the cost of each post office as the sum of the window 
clerk salaries, plus a mark up to account for supervisory labor, equipment, 
rent, building depreciation, etc. In cases where no window clerks were 
employed, which would be smaller post offices run by the postmaster 
him/herself, we included the postmaster’s salary as part of the cost. 

We examined 27,166 post offices. Of these, 4245 earned positive 
contributions and 22,920 made losses (one broke even). The sum of losses 
from post office operations (costs less earned revenue) for Accounting 
Period 9 of FY99 was $97,692,000. To the extent that AP 9 (April 24 
through May 21) is representative of the entire year, the estimate of the cost 
of this part of the universal service obligation is $1 .27 billion. 


7. CONCLUSION 

This paper has examined several methods of calculating the USO cost 
for posts. We have argued, as have others, that the NAC method is less 
useful for measuring the cost of the universal service obligation, to the 
extent that the point of the measurement is to help decide the size of the 
reserved sector. We have argued that the entry pricing approach, developed 
by RS&S (1999) provides a potentially better measure, and we have 
presented a preliminary implementation of the method. The results 
indicate that the EP approach may be usefully applied to postal operations 
and that the cost of the universal service obligation of the U.S. Postal 
Service, as measured by this approach, is significant. The EP method 
implies that the USO cost falls as the presence of scale and scope 
economies in the operator’s cost function cause the entry price to rise 
relative to the incumbent’s cost; since the Postal Service has significant 
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scale and scope economies,^” it is likely that the true USO cost is less than 
$10 billion. Further research involves, (1) obtaining cost and volume data 
on a large sample of routes, (2) gaining information on the cost structure of 
potential entrants in order to understand more precisely the impact of any 
given liberalization scenario, and (3) investigating the impact of entry on 
the incumbent’s unit costs. Finally, we have offered a preliminary estimate 
of the cost of maintaining loss-making post offices. This significant figure 
constitutes another part of the overall cost of the universal service 
obligation. 
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Attachment 14 

POSTAL BULLETIN 

PuBUSHEO Sl^CE March 4, 1880 PB 21998, May 20, 1999 


All Post Offices 

PS Form 8165, Mail Fraud 
Report, Recently Revised 

The U.S. Postal Inspection Service recently revised PS Form 
8165, Mail Fraud Report (see pages 3-5), formeriy named 
the Mail Fraud Complaint Questionnaire, for the public to report 
suspected mail fraud committed using the U.S. Mail. Though the 
Inspection Service cannot guarantee recovery of money lost to 
traud, the information the public provides on PS Form 81 65 will 
help postal inspectors identify new fraud schemes and enforce 
civil and administrative remedies. These remedies are available 
to the Postal Service to shut down fraudulent operations and 
prevent additional victimization. The revised form is now in the 
material distribution center (MDC) and can be ordered through 
normal requisition procedures or obtained by sending an e-mail 
to fraud@uspis.gov. 

Alert Your Employees to Provide 
PS Form 8165 to Customers 

Please do the following: 

1. Provide PS Form 8165 to customers for reporting sus- 
pected mail fraud whether or not they have lost money. 

2. Understand the possible mail fraud schemes customers 
may report. These may include but are not limited to llie 
following: 

■ Money lost in transactions involving the use of the mail. 

■ Concerns about companies or individuals sending 

mail offers such as: 

- Chain tetters. 

- Lotteries. 

- Nigerian scams. 

- Travel offers, 

- Sweepstakes. 

- Wofk-al*home offers. 

- Multi-level marketing. 

- Employment offers. 

- Medical cures. 

- Charitable solicitations. 

- Investment or business opportuntty fraud. 


Page 2 


Continued from page 1 

■ Merchandise that is ordered but not received by the 
customer, 

■ Merchandise that is misrepresented. 

■ Internet promotions that involve the use of the U.S. 
Mail. 

Advise Your Customers How 
to Complete PS Forrn 8165 

Please ask your customers. to complete the following 
steps: 

1 . Include copies of the solicitations and other pertinent 
documents. 

2. Mail the completed form to the address indicated on 
the form. 

3. Await an acknowledgment letter from the Inspection 
Service Operations Support Group after the form has 
been received and processed into the Inspection 
Service fraud complaint database. 

. How to Order Additional Copies 

To order copies, call MDC Customer Service at 
1-800-332-0317, or send PS Form 7380, MDC Supply 
Requisition, to: 

ATTN SUPPLY REQUISITIONS 
500 SW MONTARA PKWY 
TOPEKA KS 66624-9602 


— Business Investigations, 
Inspection Service, 5-20-99 


Continued on page 2 


UNITEDSTATES 


POSTAL SERVICE, 
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Postal BuLLStiN 2193S (5-20-99) 


U.S. Postal snspection service 

IHW Mail Fraud Report 


See Privacy Act Statement on Page 3 









Pfirt Youf Name iTotJa/# Dale 


Thank you for eomplefing lht$ form. Please mafl I with copies (net 
0 figlMls)ii\ any bilEs, receipts, adverftsemertts, canceled checks (frottt 
and back) or correspondence related to your report to the address below. 

The U.S. Postal Inspection Service is a federal law enforcement agency. 
Postal Inspectors gather facts and evidence to determine whether a 
vidabon has occurred under Uie Mail Fraud or False Representation 
Statutes. While the Postal Inspection Service cant guarantee that you'l 
recover money lost to fraud, bie information can help alert Inspectors 
about new fraud schemes and prevent others from being victimized. 

Postal Inspectors base mail fraud investigations on the number, 
substance, and pattern of complaints received from the public; therefore, 
we ask you to keep all original documents relating to your complaint, 
including the solicitation, any mailing envelopes, and canceled checks. 
Under our Consumer Protection Program, Postal Inspectors may contact 
individuals or businesses on your behalf to request that complaints be 
resolved. We wii contact you if more information is needed. 

Postal Inspectors caution brat, once youVe been targeted in a fraud 
scheme, your name may be passed along to other con artists, so beware 
of future solicitations. It you know of others who believe they were 


victimized in a fraud scheme, we recommend that you encourage them 
to submit a Mail Fraud Report as well. 

Avoid being a victim: Postal Inspectors recommend that, before 
completing a business transaction, contact the Chamber of Commerce, 
Beher Business Bureau, or county or stale Office of Consumer Affairs in 
the area where the firm is located to get any information available on the 
company. If you have Internet access, you can get information from the 
Better Business Bureau online at: www.bbb.org, and from the individual 
slate Attorneys General Consumer Protection Divisions at 
www.naag.org. Also, check the Postal Inspection Service Web site at 
www.usps.gov/postalinspectors for more information on fraud schemes 
that involve tite use of the mail. 

Remember: If i deal sounds too good to be true, It probably Is! 
Please return this form to your postmaster, or mail to this adrfress; 

INSPECTION SERVICE SUPPORT GROUP 
222 S RIVERSIDE PLAZA STE 1250 
CHICAGO IL 60606-et00 


PS Fomi 8165, January 1999 (Page 2 of 3) 
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Mr. McHugh. Anyone else on the subcommittee? 

Mr. LaTourette. 

Mr. LaTourette. I don't have any more questions, but if I could 
just make a request to the chairman. I n my questions to the Post- 
master General, I referenced a report from the Postal Rate Com- 
mission to the Congress dated J une 30, 1999. For some reason— 
it doesn't look quite as bad as some of the redacted documents I 
used to get when I was a prosecutor— some of the figures have 
been redacted. I would ask unanimous consent if that's an appro- 
priate request, the unredacted version of this report be made a part 
of the record of this hearing. 

Mr. McHugh. Without objection, so ordered. 

Mr. LaTourette. Thank you. 

Mr. McHugh. Do you have the unredacted? 

Mr. LaTourette. I was hoping that maybe Robert, who is so re- 
sourceful, can find it for us. 

Mr. McHugh. We'll have to put a codicil on that. If we can get 
it, we'll put it in the record. I don't believe we redacted it, did we? 
We're not like that. Oh, it's being litigated. When it's litigated, if 
we can get the unredacted report, without objection it will be en- 
tered into the record in its entirety. I thank the gentleman. 

[The information referred to follows:] 
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NOTICE: This Report contains information that the Postal Service considers to be of 

a commercial nature, including trade secrets, which under good business practices it 
would not publicly disclose. The Postal Service provided this information as required by 
39 U.S. C. 3663(b), but it requests that this information be kept confidential. 


SUMMARY 

This is the initial report to Congress on the costs, revenues, and volumes of 
international mail handled by the United States Postal Service. This report analyzes 
fiscal year 1998 information. 

The Commission finds that the data provided by the Postal Service on its 
international mail costs, revenues and volumes are generally reliable and the 
Commission has included an analysis of the coefficients of variation for the attributable 
costs per piece of international mail products. 

All international mail combined generated revenues equal to 112.9 percent of its 
attributable costs. In comparison, all domestic and international mail combined 
generated revenues equal to 158.3 percent of its attributable costs. The financial 
performance of international products is summarized in a table appearing at page 9 of 
this report. 

Financial results are presented separately for outbound international services 
and inbound international services. The Postal Service has unilateral authority to set 
the rates for mail sent from the United States to other countries. In total, Outbound 
International Mail recovers its attributable costs and makes a contribution to the 
institutional costs of the Postal Sen/ice, although at least four individual international 
services do not earn revenues sufficient to cover their attributable costs. See page 35. 

The Postal Service does not set the fate of compensation it receives for 
delivering a substantial portion of the mail sent from other countries to the United 
States. The Universal Postal Union (UPU) establishes schedules of terminal dues that 
countries must accept as payment for the delivery of letters and printed matter. In total, 
Inbound International Mail does not recover its attributable costs, largely because 
terminal dues do not fully compensate the Postal Service for the delivery of inbound 
letters and printed matter. 

The Postal Service was cooperative in providing data requested by Commission, 
however it failed to provide sufficient information to enable the Commission to evaluate 
two small international services, Value Post/Canada and Bulk Letter Service to Canada. 
Rates for these services were recently increased, which may be an indication that the 
revenues for these service have not been covering costs. 
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I. INTRODUCTION 

On October 21 , 1998, the President signed into law H.R. 4328. H.R. 4328 
contained a new § 3663 of title 39, United States Code. Section 3663(a) directs the 
Postal Rate Commission to submit to Congress a comprehensive report on the costs, 
volumes, and revenues of the Postal Service’s international mail services by July 1 of 
each year. Section 3663(b) directs the Postal Service to provide to the Commission, by 
March 15 of each year, the data it needs to prepare its report. This is the first such 
report prepared by the Commission. 

Because the Commission's task is novel, several issues of first impression had 
to be addressed during the course of preparing its report. The Comrnission opened 
Docket No. IM99-1 to consider these issues. The most significant issues raised in 
Docket No. IM99-1 were the precise nature of the data to be provided to the 
Commission by the Postal Service, the proper definition of individual international postal 
products for purposes of § 3663 analysis, the proper method for attributing costs to 
individual international mail products, and whether data provided by the Postal Service 
should be available for public inspection and comment. 

Issues that the Commission needed to address were first raised in a round of 
pleadings prompted by a petition for rulemaking filed by United Parcel Service (UPS). 
UPS requested that the Commission commence a rulemaking to determine “(1) the 
data to be provided to the Commission by the United States Postal Service and (2) the 
methods to be used by the Commission in analyzing the costs, revenues, and volumes 
of each international mail product" to prepare the report required by § 3663. Petition of 
UPS to Institute Rulemaking Proceeding to Study International Costs and Revenues, 
December 16, 1998, at 3. In response, the Commission invited interested parties to 
submit comments identifying the specific international mail products or services that 
should be analyzed. The Commission included a preliminary list of possible 
international mail products and asked interested parties to comment on the 
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completeness of the list and the appropriateness of the level of disaggregation reflected 
by the list. Order No. 1226 (January 15, 1999) at 3. 

Upon review of comments submitted, the Commission published a revised list of 
international mail products or “subclasses,” while recognizing that the Postal Service 
might not be able to produce reliable data on some products in time for the FY 1998 
report. The Commission also decided that, to the extent possible, its report should 
include cost coverages for these international mail products. Order No. 1228 at 2, 5, 
even if the calculations of those cost coverages could not be revealed because of the 
commercial sensitivity of the underlying data. Order No. 1228 (February 16, 1999) at 
6-7. 

The issue of commercial sensitivity, however, was revisited when UPS sought 
access to essentially all the international mail data filed with the Commission by the 
Postal Service. UPS made its request in the form of a motion in Docket No. IM99-1 . 
Motion of United Parcel Service to Provide Public Access to International Mail Data 
Requested in Order No. 1228 and for Opportunity to Provide Public Comment, 

March 26, 1999, In declining to disclose all of the international mail data provided by 
the Postal Service, the Commission distinguished the § 3663 reporting procedure from 
the Commission’s formal rate hearings, where the Commission must balance a litigant’s 
need for discovery of facts against a need for protection of commercially sensitive 
information. The Commission also noted that the Postal Reorganization Act reiterates 
the exemption from the mandatory disclosure policy of the Freedom of Information Act 
(FOIA) for commercially sensitive information, and that Congress had taken no steps to 
alter the Service’s eligibility for that exemption when passing § 3663. The Commission 
concluded that there was no basis for applying a blanket disclosure policy to 
information provided through the § 3663 reporting process. Order No. 1245 (May 21, 
1999) at 3-4. 


Page 2 



418 


Report to Congress 


1998 International Mail 


The March 15 deadline established in § 3663(b) is well ahead of the date by 
which the Postal Service had traditionally completed its International Cost and Revenue 
Analysis (ICRA). Nevertheless, the Postal Service was able to supply a large portion of 
the data requested in Order No. 1228 by March 15, 1999. Between March 15 and 
June 15, 1999, the Postal Service submitted additional clarifying information in 
response to six additional Commission data requests.’ The Commission’s data 
requests were promulgated via Order Nos. 1236, 1240, 1244, 1246, 1251, and 1252. 
The Commission’s data requests generally sought information underlying the Postal 
Service’s estimates of the costs, volumes, and revenues of international “subclasses.” 

The Commission has been able to evaluate the reasonableness of the Postal 
Service’s methods of collecting international mail data and the reasonableness of its 
procedures for developing estimates of systemwide totals from those data. They 
should yield generally reliable results. However, the short time available for reviewing 
the data on international mail provided by the Postal Service has not allowed the 
Commission to evaluate that data as thoroughly as it evaluates such data in the context 
of a domestic rate case conducted under Administrative Procedures Act standards. 

The Commission has had iess opportunity to independently confirm that data were 
sampled or compiled according to the established procedures. It also has had less 
opportunity than is available in a domestic rate proceeding to scrutinize the data for 
anomalous results. Although the Commission concludes that the Postal Service’s 
estimates for international mail are generally reliable, this conclusion is more tentative 
than it typically would be if data on domestic mail were being evaluated in the context of 
a domestic rate hearing. As the Commission gains experience with the unique 

’ For convenience, this report uses 3 nontraditional method for citing references. Appendix A 
contains a iist of numbered references with their complete titles. In this report, citations using the word 
"Source" followed by a page number or other location reference (e.g.. Source 1, p. 3-1) refer to the 
specific numbered source listed in Appendix A. 
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characteristics of the data collection systems, rate structures, and markets for 
international mail, its subsequent § 3663 evaluations will be more definitive. 

On June 7, 1999, the Postal Service submitted the FY 1998 ICRA Report — 
Postal Service Version. It included a nevtt method for estimating attributable 
international transportation costs, and a new/ approach to analyzing the difference 
between imputed settlement costs and the settlement costs in the Books of Account. 
Because the Commission has not had time to fully consider the merits of the 
methodological changes in the postal Service version, it is not able to validate them. 
Nevertheless, the Postal Service's recent methodological changes, if subsequently 
determined to be valid, wouid have a noticeable impact on international mail costs and 
cost coverages. The impact that they would have is shown in Appendix F. 
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II. GENERAL DESCRIPTION OF INTERNATIONAL MAIL 

A. The Basic Categories of International Mail Service 

The Postal Service provides three broad categories of international mail service: 
letter post, parcel post and Express Mail. These categories reflect Postal Service 
agreements to provide a common set of services on a reciprocal basis with other 
members of the Universal Postal Union (UPU). With respect to outbound mail, the 
Postal Service provides mailers in the United States with access to the domestic 
delivery services offered by the postal administration of the destinating country. Wth 
respect to inbound mail, the Postal Service provides access to its domestic delivery 
services to the postal administration of the originating country. 

Generally, the letter post and parcel post categories are divided into “air," or 
premium service, and “surface,” or regular service. The UPU distinguishes between 
mandatory international services, which all members are obligated to provide, and 
optional international services. The exchange of international letter-post services on 
reciprocal terms is mandatory among UPU members. These services include letters 
and cards (LC), whose content is most comparable to domestic First-Class Mail, and 
other articles (AO, from the French term “autres objets”). The content of AO is 
comparable to domestic Standard A, Standard B, and Periodicals mail. Printed papers, 
literature for the blind, and small packets, are mandatory AO services. Services that 
are optional under the UPU structure include international parcel post (the air portion of 
which is analogous to domestic Priority Mail and the surface portion of which is 
analogous to domestic parcel post), and international Express Mail Service (EMS), 
which is analogous to domestic Express Mail. 

There are subcategories of LC, AO, and parcel post that provide service 
enhancements to, or volume discounts from, these basic categories of service. Wthin 
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these subcategories are numerous rate groups. They reflect differences in terminal 
dues (the amount that postal administrations have agreed to charge for domestic 
delivery of mail originating in another country). They also reflect regional differences in 
international transportation costs, which are important for bulk mail and parcel services. 

B. Characteristics of International Mail Rates 

The Postal Service’s international mail rates are designed to cover two sets of 
costs: (1) the cost that it incurs to collect and forward mail to the postal administration 
of the destinating country and, (2) the amount that the postal administration of the 
destinating country charges the Postal Service for domestic delivery of that mail. In 
aggregate, just about half of the costs of the Postal Service’s outbouhd international 
mail consists of charges for domestic delivery in the destinating country. 

Charges for delivering the Postal Service’s outbound international mail in the 
destinating country are of three types. LC/AO mail is charged “terminal dues,” parcel 
post is charged "inward land rates,” and Express Mail Service is charged “imbalance 
charges.” The terminal dues that are charged for delivering LC/AO mail are set by the 
UPU. These are based on a global average cost, and are the same for all UPU 
members. This reflects a universal service obligation on the part of UPU members to 
take all letter post items sent by other UPU members. 

Terminal dues rates are set by the Congress of the UPU, which convenes every 
five years. The Postal Operations council of the UPU, however, can amend them 
between Congresses. The Postal Service unilaterally determines what it will charge to 
deliver optional categories of inbound international mail. It sets the inward land rates 
that it charges to deliver inbound parcel post. It may revise them annually. It also 
enters bilateral agreements that set the imbalance charges that it applies to inbound 
Express Mail Service. 
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Currently three terminal dues rate structures may be applied to the LC/AO mail 
of UPU members. The first is the basic dues structure, which is a flat rate per kilogram. 
Where the mail flow between a pair of member countries is above a 1 50-metric-ton- 
threshold, a second dues structure known as a “revision mechanism” may be invoked. 
The revision rate is a combined per-item and a per-kilogram rate that may be invoked 
for mail flows that are either considerably lighter than average, or considerably heavier 
than average, in terms of the number of pieces per kilogram. Invoking the revision 
mechanism has the effect of reducing terminal dues charged to deliver mail that is 
heavier than average, and of increasing terminal dues to deliver mail that is lighter than 
average.^ The third structure is a bulk mail option. Of minor importance is the lower 
terminal dues rate that applies to M-bags. (M-bags contain the AO mail of one mailer 
all going to a single foreign address.). The Postal Service also enters into multilateral 
payment agreements to settle its accounts outside the UPU structure. The Postal 
Service entered into separate agreements with the European Bilaterals (EURB)’ and 
Canada. 

C. Description of Specific International Mail Services 

Section 3663(a) of title 39 requires the Commission to prepare “a comprehensive 
report of the costs, revenues, and volumes accrued by the Postal Service in connection 
with mail matter conveyed between the United States and other countries.” Section 
3663(b) indicates that the Commission's report should “analyze the costs, revenues, 
and volumes for each international mail product or service, under the methods 

^ The revision mechanism is asymmetrical. It can be invoked to reduce terminal dues for flows of 
heavier-than-average mail from developing countries to industrialized countries, but cannot be invoked to 
reduce terminal dues for flows of heavier-than-average mail from industrialized countries to developing 
countries. See Appendix A, Source 14. 

’ Belgium, Denmark, Finland, France, Germany, Great Britain, Iceland, Ireland, Italy, 

Luxembourg, Netherlands, Norway, Spain, and Sweden. See Appendix A, Source 13. 
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determined appropriate by the Commission for the analysis of rates for domestic mail.” 
Section 3663(b) does not specify which of the over 70 international products and 
services that the Postal Service offers should have its “costs, revenues, and volumes” 
separately analyzed in this report. The Commission, therefore, must decide at what 
level of detail a presentation of costs, revenues, and volumes would most meaningfully 
aid Congress' understanding of the financial posture of the Postal Service's 
international mail services. 

The Commission infers from § 3663 that Congress contemplates a report that 
provides data and analysis from which the Congress can draw conclusions about the 
adequacy of the rates charged for international services, whether viewed from the 
standpoint of the Postal Service's domestic users, or from the standpoint of the 
competitors of the Postal Service's international services. From either viewpoint, it 
would appear that an important consideration is identifying which categories the Postal 
Service itself focuses on when it relates international mail rates to costs. Consequently, 
this report attempts to display the financial posture of the international services for 
which the Postal Service consciously designs a specific margin of revenue over costs 
(or “cost coverage”) when it chooses rates for its international services. In subsequent 
reports, the Commission will have an opportunity to consider whether additional criteria 
might be appropriate for determining the list of international services to be included in 
reports submitted under § 3663. The Commission's first report under § 3663, however, 
presents cost, revenue, and volume data for a list of international services for which the 
Postal Service itself designs specific cost coverages. See Table II-1, below. 
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TABLE 11-1 

SUMMARY OF VOLUME, REVENUE. AND ATTRIBUTABLE COST 
FOR SECTION 3663 INTERNATIONAL MAIL SERVICES 


International Mail Category 

Volume 

Revenue 

Attributable 

Contribution 

Cost 

Coverage 

OUTBOUND MAIL 

Surfece 

Printed Matter & Small Packets, excl. iSAL & Per. 

(1) 

28.215 

($) 

(2) 

57,461 

Cost ($) 

(3) 

69,326 

($) 

{4)=(2H3) 

(11,865) 

(5)=(2)/(3) 

82.9% 

Periodicals 

65,082 

68,615 

81,708 

(13,093) 

84.0% 

Parcel Post 

2,312 

57.607 

48,107 

9,500 

119,7% 

Int'l Surface Airlift 

163,587 

116,120 

111,739 

4,381 

103-9%. 

ValuePost/Canada 1/ 

- 

0 

0 

0 

- 

Subtotal, Surface 

259,196 

299,803 

310,880 

(11.077) 

96.4% 

Air 

Letters and Letter Packages 

510,053 

451,943 

275,166 

176,777 

164.2% 

Postcards, Postal Cards, and Aerogrammes 

63,010 

31,299 

20,477 

10,822 

152,8% 

Printed Matter and Small Packets (AO) 

45,017 

194.833 

139,277 

55,556 

139.9% 

International Priority Airmail Service 

52,843 

39,219 

22,101 

17,118 

177.5% 

Bulk Letter Service to Canada 1/ 

- 

0 

0 

0 


Parcel Post 

4.240 

124.029 

97,897 

26,132 

126.7% 

Express Mail International Service 

4,694 

125,363 

78.366 

46.997 

160.0% 

Subtotal, Air 

679,857 

966.686 

633,284 

333.402 

152.6% 

Initiatives 

Global Priority Mail 

4.219 

30.265 

38,886 

(8.621) 

77,8% 

Global Package Link 

1.513 

23,630 

26,635 

(3.005) 

88.7% 

Direct Entry/lnbound 

16,837 

3.351 

3,115 

236 

107.6% 

International Customized Mail 

10.433 

9,061 

7,720 

1,341 

117.4% 

Subtotal, Initiatives 

33,002 

66,307 

76,356 

(10.049) 

86.8% 

Total Outbound 

972,055 

1,332.796 

1,020.520 

312,276 

130.6% 

INBOUND MAIL 

Surface LC/AO 

46,735 

36,637 

62.574 

(15,937) 

69,7% 

Surface Parcel Post 

2.142 

16,752 

9,987 

6,765 

167,7% 

Surface Subtotal 

48,877 

53,389 

62,561 

(9,172) 

85.3% 

Air LC/AO 

587,926 

163,179 

180,632 

(17,453) 

90.3% 

Express International Mail Service 

3.763 

30.137 

29,742 

395 

101,3% 

Air Parcel Post 

2,192 

20,029 

11,707 

8,322 

171,1% 

Air Subtotal 

593,881 

213.345 

222,081 

(8.736) 

96,1% 

Direct Entry/lnbound 

301 

116 

23 

93 

504.3% 

Global Parcel Services 

1,049 

2,552 

2.714 

(162) 

94.0% 

Other 1/ 

. 

12,909 

0 

12,909 


Total inbound 

644,108 

282,311 

287,379 

(5,068) 

98.2% 

International Service incremental Cost 


0 

122,445 

(122,445) 

0.0% 

Total International Mail 

1,616,163 

1,615,107 

1,430,344 

184,763 

112.9% 


Source; Table IV-2 1/ See Table IV-2 for caveat. 
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A second concern causing the Commission to modify the list of international 
services covered by its report is that some international services are so small, and the 
sample data are so thin, that separating their cost, revenue, or volume data from the 
larger subclass to which they belong yields results that may not be sufficiently accurate 
to support meaningful conclusions. Accordingly, some services (specifically M-Bags) 
are combined with their parent subclass (AO) for purposes of calculating their cost 
coverages. 

Table 11-1 , therefore, displays costs, revenues, and volumes for all of the 
outbound international services for which the Postal Service separately selects a target 
cost coverage, except for Valuepost/Canada, Bulk Letters to Canada, and M-bags. It is 
apparent that Table II-1 disaggregates outbound services to a greater extent than 
inbound services. This reflects the fact that the Postal Service determines what it 
charges for outbound services, but has only limited influence over the charges 
promulgated by the UPU for inbound LC/AO services. The Postal Service sets rates, 
and has distinct revenue targets, for more outbound services than there are distinct 
inbound services. 

The outbound and inbound flows of the broad, UPU-defined subclasses of 
international mall are related in the sense that country pairs exchange mail service that 
is similar in content and service features. In the case of LC/AO mail, the same terminal 
dues rates are applied to both directions of the exchange. All things being equal, an 
increase in terminal dues will increase the markup on inbound mail and decrease the 
markup on outbound mail. It can be argued, therefore, that the outbound and inbound 
costs, revenues, and volumes of like services should be combined to determine the 
financial posture of a given service. Counter-arguments are that many outbound mail 
services do not have direct inbound analogues, and that outbound flows are not the 
primary cause of inbound mail flows. Furthermore, the costs and sen/ice features of 
outbound mail are largely within the control of the originating postal administration. 
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while the charges and service features that apply to inbound mail are largely 
determined by the UPU. it can be argued that because of this bifurcation of 
responsibility, the financial posture of a given outbound international service should be 
analyzed separately from its corresponding inbound service.' The Commission has 
concluded that both points of view can be accommodated by presenting the costs, 
revenues, and volumes of outbound and inbound mail flows separately for the services 
included in Table 11-1. The separated data can be readily combined by those who view,, 
particular outbound and inbound services as sufficiently related to warrant combined 
analysis. 

The Postal Service characterizes some of its newer products that are designed 
to compete directly with privately provided international mail services as its international 
mail "initiatives.” These are displayed together in Table II-1 at lines 15 through 19. 

A description of the international services listed in Table 11-1 is presented in 
Appendix B. 


' The Postal Service itself has changed its position on this issue. Prior to 1986, the Postal 
Service pooled outbound and inbound costs in selecting target cost coverages for its international 
services. This had the effect of burdening outbound ratepayers with the cost of delivering inbound, 
foreign-origin mail. After it suspended application of the Private Express Statutes to its international 
services in 1986, the Postal Service designed rates for its outbound international services to cover the 
costs only of the outbound portion of each service. 
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III. MEASURING THE COSTS, REVENUES, AND VOLUMES OF INTERNATIONAL 

MAIL 

A. Description of Data Sources and Data Development Methodology 

The Postal Service uses many of the same data sources for international mail 
that it uses for domestic mail. For volumes, this includes the Permit system. For costs, 
this includes the In-Office Cost System (IOCS), the Transportation Cost System 
(TRACS), and the City Carrier and Rural Carrier data collection system. Where 
necessary, the Postal Service augments its data needs with additional data systems 
like the System for International Revenue and Volume — Outbound (SIRV/0) or the 
System for International Revenue and Volume — Inbound (SIRV/I). The Service also 
has to account for its new offerings referred to as initiatives. Because some of the 
existing data collection systems do not generate sufficient information on the initiatives, 
the Service uses alternative data sources to obtain estimates. This section briefly 
describes the data sources and the methodology the Postal Service uses to calculate 
the revenue, pieces, weight, and attributable cost for international mail. A more 
detailed description is contained in Appendix C. It should be noted that the Postal 
Service has provided attributable costs using the Commission’s costing methodology, 
i.e., the same costing methodology that underlies the recommended rates in the 
Commission’s most recent decision in an omnibus domestic rate case. 

(1) Outbound Revenue, Pieces, and Weight 

In FY 1998, the Service obtained its volume and revenue data from the Permit 
system or permit-like systems. These systems identified 33 percent of outbound piece 
volume. See Appendix C at 3. The remaining 67 percent were obtained from the 
SIRV/0. The Permit system tracks the data from mailing statements on a census basis. 
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as do the permit-like systems. These census systems cover (1) Periodicals, 

(2) International Surface Airlift (ISAL), (3) International Priority Airmail Service (IPAS), 

(4) ValuePost/Canada, (5) Bulk Letter Service to Canada, (6) Global Package Link 
(GPL) (except for a small portion), (7) Direct Entry, (8) Express Mail International 
Service (EMS), (9) Global Priority Mail (GPM), and (10) International Customized Mail 
(ICM). 

The SIRV/O is a stratified random sampling system that collects revenue and 
volume data for (1) Surface Printed Matter, (2) Surface Parcel Post, (3) Air Letters and 
Letter Packages, (4) Air Cards and Aerogrammes, (5) Air Printed Matter, and (6) Air 
Parcel Post. The SIRV/O is supported by the Military and International Accounting and 
Dispatch System (MIDAS). This operational system provides a census count of the 
weight of outbound mail by destination country. It provides a control weight figure for 
adjusting sample estimates to coincide with a direct measure of the actual weight of 
international mail. 

The Service also uses an auxiliary sample data collection system independent of 
the SIRV/O to provide an estimate of GPM volume by country. The accounting systems 
do not track GPM volume by destination country. The sampling process is similar to the 
SIRV/O. 

(2) Inbound Revenue, Pieces, and Weight 

The Postal Service's International Accounts Branch (lAB) routinely collects 
volume information on inbound international mail from the manifests that accompany 
the mail. Source 1, p. 6-1 and Source 8, Response to Item 2. Through this process, it 
collects piece and weight data for parcel post, EMS, and M-bags. For LC/AO mail it 
collects only weight information. To develop the number of pieces for this mail, the 
Postal Service estimates the average number of pieces per kilogram by transportation 
mode and country or country groups. This estimate is obtained from the SIRV/I, which 
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is a stratified random sampling system similar to SiRV/0. The Service multiplies the 
total weight of inbound LC/AO mail for each country by the applicable piece per 
kilogram. Source 1 , p. 8-2 and 8-5, 

To develop inbound revenue for mail, the Service multiplies the volumes, 
described above, by the applicable terminal dues rate, inward land charge, or 
imbalance charge, adjusted for the appropriate exchange rate. The Service knows 
these charges from agreements with other countries and published schedules. , 

Source 1 , p. 6-1 . The Postal Service maintains a separate system for accumulating 
revenue and volume information on inbound mail from Canada. The Service uses the 
same calculation procedure for Canadian mail as described above. Source 1 , pp. 6-1 
and 6-3. 

Since the described procedure provides imputed values for revenue, the Postal 
Service adjusts the figures to match the revenues included in the Domestic RPW 
Report. Air conveyance dues and transit fees are obtained from the books of accounts. 
Source 1, p. 6-3. 

(3) The Development of Attributable Costs for the Standard Services 

There are six generalized components for international mail costs: (1) mail 
processing; (2) delivery (in-offce and street), (3) domestic transportation; 

(4) international transportation; (5) settlement charges; and, (6) "all other” costs 
(primarily costs that piggyback on the directly variable costs). This categorization 
accounts for all cost elements in the Domestic Cost Segments and Components Report 
and the Domestic Cost and Revenue Analysis (CRA), which has a line item for 
international mail. 

Outbound services incur domestic mail processing, domestic transportation, 
international transportation, terminal dues (the cost of delivery in the destination foreign 
country), and applicable “all other costs.” Outbound costs do not require domestic 
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delivery. Inbound mail incurs domestic mail processing, domestic transportation, 
delivery, and applicable all other costs. Inbound mail does not incur settlement charges 
or international transportation costs. 

The costs for mail processing are based on a combination of the Management 
Operating Data System (MODS) activity cost and In-Office Cost System distribution 
keys. Delivery costs are based on IOCS information and the data in the city and rural 
carrier cost system. This report is based on an ICRA that uses the Commission’s 
methodology. 

Domestic transportation costs are obtained from the book of accounts and 
distributed to international services on the basis of distribution keys derived from 
TRACS. For some expense categories, the TRACS data are not sufficiently detailed. 

In these cases, the Postal Service uses the outbound and inbound volumes described 
above as a distribution key. Source 1 , p. 2-1. 

International transportation cost is attributed only to outbound mail. The 
applicable cost for each service is obtained in four steps: (1) from International 
Accounts Branch (lAB) data, unit cost by country and mail category is calculated, 

(2) unit costs are multiplied by more detailed mail category information to develop 
country totals, (3) country totals are grouped into applicable rate groupings, and (4) the 
country group totals are reconciled to the book of accounts. Source 1 , p. 4-1 . Costs for 
Canada and Mexico mail are estimated using analogous domestic unit costs. Source 1 , 
p. 4-4. 

Settlement costs apply only to outbound mail. They reflect payment to foreign 
postal administrations for delivering or forwarding U.S. mail. Source 1, pp. 5-1 and 5-2. 
The Postal Service calculates an imputed value for these costs by multiplying the 
outbound volumes by the applicable settlement charge. The Postal Service does not 
reconcile the total imputed value to the book of accounts’ value because the latter 
figure is accrued on a conservative basis to avoid underestimating expenses and 
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reflects other factors that are not a function of current volumes. In FY 1998, the Book 
of Accounts value was $70 million higher than the imputed value. The Postal Service 
treats this difference as an incremental cost of providing international mail service as 
whole. Source 7, Response to Item 10.^ 

“All other” costs encompass all attributable costs not included above. These are 
mostly cost items that are treated as varying in proportion to directly variable cost. 
These costs include the costs of some lower level regional and headquarters 
administration, rents, fuels, utilities, supplies and services, and other support costs. 
There are also directly variable costs for supervision and for clerk and mailhandler 
nonmail processing activities. 

(4) The Development of Attributable Costs for the Initiatives 

Cost data for the initiatives are gathered from sources outside the main data 
collection systems because the initiatives are seldom observed in these systems with 
the exception of GPM, which is obtained from the IOCS. GPL costs are based on an 
engineering approach by which the operations are mapped out and classified as 
variable or fixed. Unit costs are estimated for each of the operations deemed variable 
and multiplied by volume to calculate total attributable cost. Source 3, Response to 
Item 9. The Postal Service also identified product-specific costs for GPL. These costs 
reflect advertising, promotional, and other costs related solely to GPL. GPM also had 
product-specific costs for the same activities. Source 7, Response to Item 9. 


^ On June 7, 1999, the Postal Service submitted the FY 1998 ICRA report — Postal Service 
Version. The report contained a revised methodology for calculating international transportation cost and 
a different treatment of the difference between imputed settlement costs and the settlement costs in the 
Books of Account. Because of time constraints, the Commission has not been able to evaluate the merits 
of the changes. For this reason, the attributable costs in this report reflect the FY 1998 ICRA Report — 
PRC Version. 
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The costing for Global Direct Services (Direct Entry/Inbound) and ICM reflects 
the costs of operations that vary by specific customer. Source 1 , pp. 9-3 and 9-4. 

The Postal Service estimates the costs for Global Parcel Services (GPS), an 
inbound service, using a proxy unit cost estimated for domestic Priority Mail. 
Transportation costs are adjusted to reflect vi/eight differences between Priority Mail and 
GPS. Source 1, p. 9-5. 

(5) International Mail Incremental Costs 

The Postal Service has included costs that it views as incremental to 
International Mail as whole. The cost has two components. As discussed above, the 
first component reflects the difference in settlement charges betweeri imputed costs 
used in the ICRA as attributable settlement cost, and the booked cost in the system of 
accounts. This cost amounted to $70 million in FY 1998. The second component 
reflects expenses for the International Business Unit that amounted to $52 million in 
FY 1998. ICRA Report, p. A-1 , footnote 1. The reported amount includes the salaries 
and benefits for IBU personnel, supplies and services, rents, utilities, and other related 
expenses. Source 3, Response to Item 4. Together, these expenses amount to 
$122 million. 

These costs cannot be causally related to specific international services on the 
basis of current information, but can be causally related to international services as a 
whole. Accordingly, the cost coverages for specific products shown on Table 11-1 do 
not reflect these incremental costs. 

B, Evaluation of Data Sources and Data Development Methodology 

This section discusses the reliability of the volume, cost, and revenue data. The 
organization of this section generally follows the preceding section. There is an 


Page 17 




433 


Report to Congress 


1998 International Mail 


additional section that discusses data quality with respect to unit costs and cost 
coverage. 

(1) Outbound Revenue, Pieces, and Weight 

The volume and revenue data that the Postal Service uses for outbound 
international mail are quite reliable. Thirty-three percent of the volume data are 
collected using census data systems, and the other 67 percent is estimated using the • 
SIRV/0 system that has control numbers from the MIDAS system. The coefficients of 
variation (CV) for these data are very small. 

Most of the census data (94 percent) comes from the Permit system. The Permit 
system has been accepted in omnibus domestic rate cases as reliable. It provides 
volumes and revenues for Domestic Standard A mail, which amounted to 83 billion 
pieces of mail in 1998. The system is based on mailing statements that contain the 
detail of a mailing related to pieces, weight, and revenue. The statements are checked 
by an acceptance clerk and entered into an automated accounting system. It is 
therefore well suited to the task of accurately accumulating volumes and revenues for 
any service. The data sources for the other 6 percent collect the same type of 
information without it being entered into an automated accounting system. These 
reports are similarly well suited to accurately generating volumes and revenues. 

The SIRV/O is a well-designed system for randomly sampling containers of 
outbound mail. The cornerstone, however, is the MIDAS system, which provides a 
census count of the gross weight of all outbound mail by country, transportation mode, 
and UPU class. The Postal Service uses the MIDAS numbers as control totals in the 
expansion process. This adds to the reliability of the SIRV/O estimates. 

The Commission's confidence in the reliability of the outbound RPW estimates is 
further bolstered for most of the major categories of outbound mail by their small 
coefficients of variation as shown by the CVs below. 
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TABLE III-1 

COEFFICIENTS OF VARIATION FOR SIRV/O ESTIMATES 
FOR SELECTED CATEGORIES 


Coefficients of Variation 


Mail Category 

Revenue 

Pieces 

Weight 

Air LC 

1.3% 

2.0% 

1.0% 

Air AO 

1.7% 

2.6% 

2.0% 

Air Parcel 

1.7% 

3 2% 

2.9% 

Surface AO 

5.0% 

6.7% 

5.0% 

Surface Parcel 

2.9% 

2.6% 

3.4% 


Source: Source 7, Response to Item 17 


(2) Inbound Revenue, Pieces, and Weight 

The Commission believes the Inbound RPW estimates are generally reliable 
because the SIRV/i sampling system underlying the estimates is well designed. The 
estimates may suffer from unquantifiable nonsampling error. Nonsample error, 
however, is not likely to be substantial for the reasons discussed below. 

Like the SIRV/O, the SIRV/I estimate of pieces per kilogram relies on a set of 
control numbers that allows the Postal Service to calibrate sampled volumes to census- 
based volumes kept in the lAB. The control numbers are total kilograms by country and 
transportation mode. The lAB maintains a count of the weight of mail entering the U.S. 
based on the manifests that accompany the mail. Operations personnel check the 
contents of inbound containers against the manifests. When there is a discrepancy, 
these personnel prepare and dispatch to the origin country documentation known as a 
Bulletin of Verification. Data files are updated accordingly. Source 8, Response to 
Item 2. Thus, the Postal Service continuously takes steps to insure the accuracy of 
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inbound volume data. Since the control numbers appear to be accurate, the conversion 
of pieces per kilogram to total pieces should be reasonably accurate. 

The Postal Service identifies hwo nonsampling error problems that have 
emerged. First, some inbound Canadian mail arrives in Postal Service containers and 
is not sampled because it is mistaken for U.S. Domestic mail. Second, the Postal 
Service has some indication that not all sampled mail containers from Canada and 
Europe are selected randomly. The Postal Service explains that the magnitude of the 
potential sampling problem Is unknown as is the impact on revenue. The Postal 
Service adds, however, that it has taken three steps to address the potential problem. 
Source 8, Response to Item 1. 

First, in the summer of FY 1998, the Postal Service began to clarify and improve 
field data collection and administrative procedures. Second, the Postal Service held a 
conference in November 1998 on international statistical programs bringing together 
data collectors, data collector supervisors, and headquarters personnel to discuss the 
issues. The Conference included workshops for each major program area, including 
SIRV/I. Third, the Postal Service is preparing and will soon release Handbook F-85, 
Data Collection Users Guide for International Systems. It contains updates of out-of- 
date field procedures and consolidates data collection policy and procedures for all 
international statistical programs. Source 8, Response to Item 2. 

These corrective measures will only affect RPW data collected after FY 1998. 
The impact of these potential problems on the FY 1998 RPW data is unknown. 

(3) The Attributable Costs for the Standard Services 

These costs are generally reliable. On average, settlement costs and 
international transportation costs account for 71 percent of the total attributable cost for 
outbound services. The Commission has reviewed the underlying workpapers and 
found no material errors. The calculation of settlement costs is based on outbound 
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volume estimates which the Commission has concluded are reliable, as discussed 
above, and known and certain schedules for the various forms of settlement charges. 
International transportation costs are based on the generally reliable outbound volumes 
and unit cost figures developed from the lAB report which collects the actual outbound 
weight and cost by country. Moreover, these costs are ultimately adjusted to match the 
Book of Accounts. Thus, these costs should be reliable. 

The other 29 percent of outbound costs and all inbound costs are based on the , 
costing methods that underlie the domestic CRA. In domestic rate cases, the 
Commission has concluded that the data systems that underlie these costs are reliable. 
For this reason, the Commission believes these costs should be reliable here. 

The Commission also used the Service’s input data in its own post model. The 
Commission’s cost for international mail matched the Postal Service’s segment by 
segment. For this reason, the Commission believes the attributable costs for the 
standard services as calculated by the Service accurately portray the Commission’s 
methodology. 

(4) The Attributable Costs for the Initiatives 

The Commission has not been able to verify the accuracy of the input data for 
the initiative cost models. It was able to review the model methodology underlying the 
models. The Postal Service here employs models generally similar to ones it has 
introduced in domestic omnibus rate cases and classification cases to support new 
classifications, discounts, or special services. These models are referred to as 
engineering models or special studies. In the domestic area, the Commission has 
relied on broadly similar models to support recommended rates and classifications. 

Under this modeling approach, the Postal Service identifies all the operations 
that accompany a particular service. It then obtains unit cost estimates for each of the 
operations. Typically, the Postal Service obtains the unit costs from a special study 
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conducted to estimate the cost of a specific operation or group of operations or it uses a 
unit cost from the CRA for an anaiogous service and operation. After it has put 
together the applicable unit costs, the Postal Service obtains volume estimates to apply 
to them. If the service is already operational, actual volume estimates may be 
avaiiable, as they are for each of the initiative cost modeis. 

Ail the models incorporate the approach described above. They appear to 
account for reievant operations and the unit costs estimates appear to be reasonabie. , 
For these reasons, the Commission uses these costs. 

(5) Anaiysis of Unit Attributable Costs 

The Postal Service computes estimates of Attributabie Cost per Piece (ACP) for 
many categories of inbound and outbound International Mail for its annual “International 
Cost and Revenue Analysis” (ICRA) reports. These estimates of ACP are the result of 
complex calculations performed on uncertain values for parameters and variables 
derived from a number of Postal Service data systems and special studies. In this 
respect the international ACPs differ little from their domestic counterparts in the 
Service's annual CRA Report. 

Like the estimates of ACPs for domestic subclasses, the ACPs for International Mail 
categories are subject to two kinds of errors. These are known as sampling and non- 
sampling errors. Sampling errors arise because, as a practical matter, it is usually 
possible to observe only a small fraction of the mail as it is collected, processed, 
transported and delivered by the Postal Service. Non-sampling errors arise if the 
sampling processes produce errors with an expected value that is unequal to zero; that 
is, if repeated applications of the sampling processes do not leave errors with an 
average of zero. Therefore, non-sampling errors cause unwanted biases in the value of 
the parameters or variables being sampled. 
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Eliminating non-sampling errors is one of the objectives of good sampling design 
and statistical methodology. Some sampling error, on the other hand, is inevitable. It 
can be reduced by taking larger samples but can only be eliminated by sampling all of 
the mail. Consequently, a prudent user of the Postal Service’s estimates of ACP \would 
want to have a measure of the likely size of the sampling errors that these estimates 
inevitably contain. 

The coefficient of variation (CV) for the attributable cost per piece (ACP) of a 
subclass or category of mail is a general-purpose measure of the accuracy of the 
estimated ACP. The CV is defined as the ratio of the standard deviation of the 
estimation error divided by the estimate of ACP. It is usually expressed as a percent. 

As a rule of thumb, plus-and-minus two times the CV gives the interval around the 
estimate of ACP within which the unknown true value of ACP will fall with 95 percent 
confidence. For example, a CV of 4 percent for an estimated ACP of $1 .00 means that 
one can be 95 percent certain that the true value of ACP will lie within the range 
between $0.92 and $1.08. 

Table III-2 displays approximate values of the CVs for the ACPs of the major 
categories of inbound and outbound International Mail. The calculations have been 
made using an approximation formula derived in Appendix D and from estimates of 
ACPs and CVs for the components of the formula provided to the Commission by the 
Postal Service. 

The column labeled “ICRA Cost per Piece” is the ACP for the corresponding 
category of mail as it appears in the Service's 1998 ICRA report where it is referred to 
as “unit volume-variable cost". “Revenue per Piece" is also as shown in the 1998 ICRA. 
“Percentage Cost Coverage” is the ratio of revenue to attributable cost expressed as a 
percent. The overall CVs for the fifteen major categories of inbound and outbound 
International mail are shown in the column labeled “CV of Cost per Piece”. These 
overall CVs are derived directly from CVs for the various cost components and volume 
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as shown in Appendix D. Finally, the column labeled “Coverage t-value" on the far right 
holds t-values for statistical tests of hypotheses that the coverage is greater or less 
than 100 percent. 

The t-values are defined as the Percent Cost Coverage minus 100 divided by the 
CV of Cost per Piece. The t-value is positive if the coverage is greater than 100 
percent, as is the case for most categories of International Mail. A positive t-value is 
used to determine if there is any significant probability that actual coverage is less than 
100 percent. Mail categories with cost coverages of less than 100 percent have 
negative t-values. For these categories the t-value is used to determine if there is any 
significant probability that the actual coverage is above 100 percent. 
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TABLE III-2 COST PER PIECE, REVENUE PER PIECE 
AND COEFFICIENTS OF VARIATION FOR INTERNATIONAL MAIL 


Summary 

International Mail Category 

Outbound: 

ICRA Cost 
per Piece 

($) 

Revenue 
per Piece 

($) 

Pet Cost 
Coverage 

CV of Cost 
per Piece 

Coverage 

t-value 

Letters and letter packages 

0.538 

0.886 

164.68% 

3.00% 

21.53 

Postcards, postal cards 

0.324 

0.497 

153.40% 

6.00% 

8.89 

international Priority Airmail 

0.418 

0.742 

177.51% 

1.80% 

43.12 

Air AO 

3.09 

4.328 

140.06% 

4.50% 

8.91 

Air Parcel Post 

23.064 

29.252 

126.83% 

5.07% 

5.29 

Express Mail International Service 

16.688 

26.709 

160.05% 

3.20% 

18-78 

Surface AO 

2 453 

2.037 

83.04% 

8.63% 

-1.96 

Surface Publishers Periodicals 

1.254 

1.054 

84.05% 

2.60% 

-6-13 

International Surface Airlift 

0.683 

0.71 

103.95% 

0.37% 

10.61 

Surface Parcel Post 

20.768 

24.917 

119.98% 

9.42% 

2.12 

Inbound: 

Surface LC/AO 

1.119 

0.784 

70.06% 

9,76% 

-3,07 

Surface Parcel Post 

4.644 

7.821 

168.41% 

21,35% 

3,20 

Air LC/AO 

0.305 

0.278 

91.15% 

7,70% 

-1.15 

Express Mail International Service 

7.874 

8-008 

101.70% 

53,54% 

0.03 

Air Parcel Post 

5.316 

9.137 

171.88% 

17.49% 

4,11 


The calculated CVs are approximate values for several reasons. First, ACP is a 
non-linear function of various estimates of volume-variabilities, distribution key shares 
and mail volumes produced by the Postal Service’s data systems and special studies. 
For this and other reasons, the formula used to compute the overall CV for each 
category of mail from the CVs of its components can provide only a close 
approximation. Second, some of the CVs of the sampling statistics used in the formula 
are missing from the Service’s responses to the Commission’s information requests. In 
particular, there are no CVs for any cost pool volume-variabilities. These variabilities 
are ail assumed to be equal to one and their CVs are assumed to be zero. It is 
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frequently the case that the CVs for distribution key shares and mail volumes are 
reported for aggregations of more than one category of mail, or in other vways that do 
not exactly match the ICRA report. For example, the cost pool definitions used to 
report ACP in the ICRA do not exactly match the cost categories for which the Service 
has reported CVs for the IOCS distribution keys. These and other defects in the data 
have been overcome by using proxies and by making other assumptions as needed to 
use whatever data has been supplied. Inevitably, the results of applying the formula, . 
which follows the category definitions used in the ICRA, are approximations. The 
specific assumptions made to apply the approximation formula and the details of the 
calculations are described in Appendix D. The actual calculations were performed 
within a Lotus 1-2-3 worksheet. 

The calculations of the overall CVs for Cost per Piece have been made under the 
assumption that all of the necessary estimates of volume-variabilities, distribution key 
shares and mail volumes are free of any biases that might be caused by non-sampling 
errors. The use of this assumption to calculate CVs does not mean that the 
Commission believes that Postal Service estimates are completely free of non-sampling 
errors. It means only that, if non-sampling errors are present, their effects are 
unknown. In Appendix D it is shown that correcting for an additive bias in most of the 
estimates would not strongly affect the CVs. 

Table III-2 shows that for most categories of International Mail the Postal Service 
has collected cost and volume data with sufficient accuracy to allow statistically 
significant conclusions to be drawn regarding the coverage of ACP by revenues per 
piece as shown in the 1998 ICRA. The exceptions to this finding are inbound LC/AO, 
and inbound International Express Mail Service.® The cost coverages shown for these 
services are not statistically meaningful since it is not possible to reject with 95 percent 

® These findings apply to the estimates of ACP found in the 1 998 ICRA and not to the Service's 
estimates of Revenue per Piece which are regarded as accurate for this analysis. 
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confidence the null hypothesis that the actual cost coverage (the cost coverage without 
the sampling error) is greater or less than 100 percent. 

The column of t-values provides the evidence of statistical significance. The critical 
value of “t" for a one-tailed test with an assumed confidence level of 95 percent is 
1 ,645. For this test a t-value greater than 1 .645 means that the Postal Service's 
measurement of ACP is sufficiently accurate to leave it more than 95 percent certain 
that revenue per piece covers the actual (but unknown) true ACP. Conversely, a 
t-value of less than -1.645 means that the measurement of ACP is accurate enough to 
make it more than 95 percent certain that revenue per piece will fall short of ACP. 
Higher (in absolute value) t-values make it possible to draw more precise conclusions 
about coverage. For example, the t-value of 21 .53 for outbound letters and letter 
packages shows that the coverage for this category of mail is much greater than the 
margin needed to establish statistical significance. T-values near 2.00, such as those 
for outbound Surface AO and outbound Surface Parcel Post, show that the coverages 
for these categories fall much closer to the boundaries that mark statistical significance. 
Nevertheless, there is less than a 5 percent chance that the cost of outbound “Surface 
AO” is covered by revenue, or that the cost of outbound “Surface Parcel Post" is not 
covered. 

Only inbound Air LC/AO and inbound International Express Mail Service have 
t-values with absolute values of less than 1.645. The cost coverage for inbound Air 
LC/AO is only 91.15 percent, however, the t-value of -1.15 shows that there remains a 
modest probability of around 12.5 percent that revenue per piece actually covers ACP. 
For inbound International Express Mail Service the cost coverage of 101 .70 percent is 
so close to 100 percent that it has little statistical significance. The t-value of 0.03 
means that the probability that revenue per piece actually covered ACP is only about 
50.9 percent while the probability that revenue fell short of attributable cost is almost as 
large at 49.1 percent. 
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On the whole, the Commission is able to more accurately estimate ACP on 
outbound categories of International Mail than inbound categories. This occurs 
because a large share of the cost of outbound mail consists of international 
transportation costs and terminal dues while these components are completely absent 
from the ACPs for inbound mail. The Service’s data systems can identify international 
transportation costs and terminal dues by mail category fairly precisely as shown by the 
low CVs for these cost categories in the table in Appendix D. On the other hand, the 
Service’s data systems do a poor job of identifying the shares of domestic costs for 
most categories of International Mail as described by the much higher CVs for the 
domestic cost categories entitled "Mail Processing,” “Delivery,” “Other,” and, especially, 
“Domestic Transportation". 

The approximation formula makes evident the fact that the CV associated with the 
ICRA estimates of volume are particularly important as determinants of the overali CV 
of ACP for a category of mail. Fortunately, the Postal Service’s estimates of volume by 
International Mail category are good, even for categories with relatively few pieces. The 
highest CV for volume, 6.67 percent, is reported for outbound surface AO, a fairly small 
category of mail. The largest categories of international mail are inbound and outbound 
letters, cards and letter packages. The ICRA volumes for these categories appear to 
be accurately estimated as evidenced by their volume CVs of 2.01 percent outbound 
and 2.50 percent inbound. 
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IV. PRESENTATION OF COST, VOLUME, AND REVENUE DATA 

This section presents the volumes, costs, and revenues for international mail. 

As noted elsewhere, the costs underlying the calculated cost coverages (/.e., the ratio 
of revenue to attributable cost) reflect the methodology the Commission has applied in 
setting current rates for domestic subclasses. Generally, this methodology results in 
attributable costs that are somewhat higher than the method that the Postal Service 
advocates, and leads directly to lower cost coverages than the Postal Service would 
obtain. 

The Postal Service has introduced a cost for international mail which has no 
counterpart in domestic mail, namely, the incremental costs for international mail 
service as a whole. As noted earlier, this includes the cost of the International Business 
Unit and the difference in settlement costs between booked costs and imputed costs 
(booked costs are higher than imputed). This is discussed further in Section IV.A and 
Appendix F. It should be noted that on June 7, 1999, the Postal Service submitted an 
ICRA reflecting its preferred cost methodology. That report incorporated changes to its 
previous methods for estimating international transportation and settlement costs not 
reflected in the ICFtA provided to the Commission on March 15, 1999 or the revised 
PRC Version submitted on June 11, 1999. Because of time constraints, the 
Commission has not been able to evaluate the merits of these new estimation methods. 
For this reason, the data presented below reflect the March 15, 1999, FY 1998 ICRA 
Report — PRC Version. 

A. Aggregate Data 

International mail is separated between outbound and inbound services. The 
Postal Service states it designs rates for each of the outbound services so as to recover 
all domestic handling and transportation costs, international transportation costs. 
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settlement costs, and a markup. Source 7, Response to Item 18. For inbound mail, the 
Postal Service recovers costs through settlement charges. For LC/AO inbound mail 
from UPU countries, the Postal Service agrees to accept as payment a terminal dues 
rate that is based on a worldwide average cost. This rate does not fully compensate 
the Service for the cost it incurs delivering inbound mail. There are important 
constraints on the ability of the Postal Service to make terminal dues compensatory. 
The Service is one of many voices at the UPU Congress. Further, because the UPU ., 
Congress only meets every five years, terminal dues rates generally remain in effect for 
five years. For these reasons, the Service seeks to obtain cost based bilateral 
agreements with other countries. Despite bilateral agreements, as Table iV-1 shows, 
inbound mail still does not pay its own way. 


TABLE IV-1 

SUMMARY OF FY 1998 REVENUE AND ATTRIBUTABLE COST 
FOR OUTBOUND AND INBOUND INTERNATIONAL MAIL 
(Amounts in Thousands) 






Total 


Cost 


Revenue 

Attributable 

Incremental 

Attributable 

Contribution 

Coverage 


($) 

Cost ($) 

Cost ($) 

Cost ($) 

(J) 



(1) 

(2) 

(3) 

(4) 

(5)«(1)-{2) 

(6)>={1)/{4) 

Category 







Ou&ound Mail 

1,332.796 

1,020.520 


1,020.520 

312,276 

130.6% 

inbound Mai! 

282.311 

287,379 

- 

287,379 

(5,068) 

98.2% 

Subtotal 

1.615.107 

1.307.899 

- 

1,307,899 

307,208 

123.5% 

Int’l Mail Incremental Cost 

. 

122,445 

122,445 

(122,445) 


Grand Total 

$1,615,107 

$1,307,899 

$122,445 

$1,430,344 

$ 184,763 

112.9% 


Source: Table [V-2 - Reflects ICRA Report released 6/11/99 


In contrast. Table iV-1 shows that outbound international mail makes a 
contribution to the Postal Service’s institutional costs. There are a number of factors 
that affect the amount of this contribution. One is that unlike inbound LC/AO mail, the 
Postal Service has direct control over the rates that it charges for outbound LC/AO mail. 
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Another is that terminal dues charged to the Postal Service for LC/AO mail are low 
relative to what it costs industrialized destinating countries to deliver this mail. As a net 
exporter to these countries, the Postal Service is in a position to benefit from the 
relatively low terminal dues that other industrialized countries are currently paid to 
deliver LC/AO mail. 

As Table IV-2 shows, the United States exports about 1 'A times as much mail as 
it imports. Low terminal dues help keep the total unit cost of the mail that the Postal 
Service exports low, thereby increasing the Postal Service’s ability to set rates on that 
mail which generate net revenue. Moreover, the Postal Service's cost of delivering 
inbound mail is relatively low, which minimizes the losses to the Postal Service from 
delivering inbound mail.^ Low terminal dues combined with the Postal Service’s 
position as a substantial net exporter of international mail are important factors making 
it easier for the Postal Service to set rates that generate the net revenue it seeks from 
international mail. 

In FY 1998, the cost coverage for outbound mail was 130.6 percent while the 
cost coverage for inbound mail was 98.2 percent. Adding the figures for inbound mail 
to the figures for outbound mail reduces cost coverage from 130.6 percent to 
123.5 percent. The reduction in contribution to institutional cost is $5 million, 

Inbound mail is not the only drag on international mail cost coverage; 
incremental costs also reduce cost coverage. The incremental costs of international 
mail service as a whole are costs which cannot be causally associated with specific 
international services based on the information currently available, but that would be 
eliminated if all international services were eliminated. Some of these costs, those 


^ The Postal Service's unit operating costs have historically been among the lowest of the postal 
administrations of the 21 most industrialized countries. Source 12, p. 100. This implies that for most of 
the industrialized world, terminal dues are less than the economic cost of delivering inbound mail. 
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associated with the International Business Unit, cannot even be traced exclusively to 
outbound mail or to inbound mail. The incremental cost for which international mail 
service as a whole is responsible is included in the calculation of the overall contribution 
to institutional cost and the cost coverage of international mail as a whole. As a result, 
the cost base for determining the cost coverage for international mail as a whole is 
greater than the sum of the cost bases of the individual international services. Using 
this approach, the contribution of international mail as a whole is reduced from $307 
million to $185 million, and its cost coverage declines from 123.5 percent to 1 12.9 
percent. See Table IV-1. 

For comparison purposes, the systemwide cost coverage for domestic and 
international mail combined in FY 98 was 158.3. 

B. Individual Services 

This section highlights some of the FY 1998 results for individual services. The 
section discusses outbound and inbound mail separately and adds some further 
comments and observations in the last subsection. 

In preparing this report, the Commission has not attempted to assemble a list of 
international mail products or services comparable to the domestic mail classification 
schedule. The list of international services in this report is not grouped according to 
homogeneous cost or demand characteristics designed to facilitate comparison of their 
cost coverages and rates with those of other international services, or with 
corresponding domestic mail services. 

There are several factors that make compiling such a list difficult for international 
services. The structure of international mail classifications is, in large measure, 
determined by the Conventions of the UPU, and must be taken largely as given. The 
categories of mail defined by the UPU are broader than the corresponding subclasses 
of domestic mail in terms of content and service level, and therefore less homogeneous 
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in terms of cost and demand. AO mail, for example, includes mail that is similar to 
domestic Standard A, Standard B, and Periodicals mail. Service levels for the various 
categories of LC/AO mail are somewhat difficult to compare, either with other 
international categories or with domestic services. Some AO service is “surface” (non- 
priority) and some is “air” (priority) mail, while the corresponding domestic services 
generally receive non-priority service. Some AO mail (ISAL) is a hybrid of priority and 
non-priority service (receiving priority handling and air transportation within the U.S., bu) 
non-priority handling and ground transportation within the destinating country). A final 
factor making it difficult to compare the rates and cost coverages of international and 
domestic services is that terminal dues for LC/AO mail are not closely aligned with the 
cost of delivering such mail as they reflect a global average cost, and the level of 
terminal dues is sometimes below the economic cost of delivering mail in the 
destinating country. 

The Postal Service submitted two documents that may assist the reader to more 
fully understand the scope of this issue. The first is a chart attempting to relate 
international and domestic services. Source 7, response to item 23, and the second is 
the Postal Service's description of how it develops international mail rates. Source 7, 
response to item 18. These documents are Appendix G. 

(1) Outbound Mail 

Table IV-2 summarizes revenue and cost data for each international mail 
service. 
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It shows that of the fourteen outbound services for which the Commission 
received separate cost data, at least four are noncompensatory:® (1) Surface Printed 
Matter and Small Packets; (2) Surface Periodicals; (3) Global Priority Mail; and, 

(4) Global Package Link. During FY 1998, Surface Printed Matter and Surface 
Periodicals experienced cost coverages of 83 percent and 84 percent, respectively. 
According to the Postal Service, the contribution was positive for Fiscal Years 1993 to 
1995, but was slightly negative in FY 1996, correlating with the increase in terminal 
dues that went into effect in the second quarter. The negative contribution continued in 
FY 1997 and FY 1998. The Postal Service acknowledged that because of these poor 
results, it planned an average increase of about 15 percent for these services. The 
increase became effective May 30, 1999. The Postal Service also stated that it might 
have to raise these rates still more in the future. Source 7, Response to Item 12. 

Global Package Link had a cost coverage of 88.7 percent in FY 1998 with 
attributable costs exceeding revenues by $3 million. The Service reported that the 
businesses using this service were adversely affected by the downturn of the global 
economy and the corresponding decrease in value of some foreign currencies. The 
economic slowdown hurt the Postal Service’s business customers because there were 
substantially fewer overseas orders and, accordingly, fewer packages were mailed. 

The Postal Service believes that revenue will cover cost in FY 1999 because (1) it has 
increased rates by about 9 percent on average; and, (2) it expects to achieve cost 
reductions in this area. The Postal Service did not provide any specific information on 
the expected cost reductions. Source 7, Response to Item 12. 

Global Priority Mail shows a cost coverage of 77,8 percent for FY 1998. The 
Postal Service observes that revenues covered volume variable costs but not the 


® The Postal Service did not provide separable data for Bulk Letter Service to Canada and 
ValuePost/Canada. However, based on FY 97 results it implemented rate increases that did not become 
effective until well into FY 99. 
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combination of volume variable and product specific costs. Revenues fall short of costs 
by $8.6 million when product specific costs are included. The Postal Service believes 
the contribution to institutional costs will improve because of expected reductions in 
advertising expense that accounted for $16 million of the $19 million product specific 
cost in FY 1998 and because of the 14 percent average rate increase that was effective 
in December, 1998. Source 7, Response to Item 12. 

ValuePost/Canada and Bulk Letter Service to Canada are services with very little 
volume. The Postal Service provided ValuePost/Canada’s share of the revenue and 
volume of Surface AO overall, but did not provide ValuePost/Canada’s share of the 
revenue and volume of Surface AO's component parts (periodicals and all other). The 
revenues and volumes of Bulk Letter Services to Canada remain subsumed within the 
revenues and volumes that the Postal Service provided for Air Letters. The Postal 
Service did not provide separate attributable cost estimates for either of these services. 

Early in the § 3663 information gathering process, the Commission asked the 
Postal Service to identify the FY 1998 costs attributable separately to 
ValuePost/Canada and Bulk Letter Service to Canada. See Order No. 1226 at 3 and 
Attachment. The Postal Service stated that it did not track costs separately for these 
services. Comments of the United States Postal Service on Order No. 1226, filed 
January 29, 1999, at 3. Subsequently, the Postal Service indicated that it bases rates 
for these services on costs estimated separately for each service. See Appendix A, 
Source 7. Twice, the Commission requested the FY 1998 attributable cost estimates 
for each of these services that the Postal Service would use to set rates for those 
services. Order No. 1240, Item 3; Order No. 1244, Item 6. Twice, the Postal Service 
did not directly respond. See Source 3, Item 3, filed May 17, 1999, and Source 8, 

Item 6, filed May 27 1999. 

In Order No. 1251, the Commission described specific calculations that it 
suspected the Postal Service applied to FY 1997 data to estimate the attributable costs 
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for ValuePost/Canada and Bulk Letter Service to Canada that the Postal Service used 
when it designed the rate increases for those services that took effect May 30, 1999. 
The Commission asked the Postal Service to confirm that it used the calculations 
described, and to provide equivalent calculations for FY 1998. The Postal Service’s 
response to Order No. 1251 confirmed that it used the method of calculating FY 1997 
costs that the Commission described, but said that the data needed to perform 
equivalent calculations for FY 1998 were not available. For this reason, the ' 

Commission has not been able to report separate attributable cost estimates for these 
services for FY 1998, and therefore can not compute cost coverages for these services. 

(2) Inbound Mail 

As shown on Table IV-2, inbound mail, as a whole, had a cost coverage of 98.2 
percent in FY 1998 with revenue falling short of attributable cost by over $5 million. 

The losses are directly traceable to Surface LC/AO and Air LC/AO. These services 
combined to lose $33 million. The difference in cost coverage is a result of how 
settlement charges (terminal dues, etc.) are established. 

UPU terminal dues rates are based on global average cost and are 
noncompensatory for the U.S. Postal Service. The U.S. Postal Service has entered 
into separate agreements with Canada and the European Bilateral group, presumably, 
to obtain rates that cover costs. However, the remaining UPU countries account for 42 
percent® of inbound LC/AO and the Postal Service still did not achieve a compensatory 
cost coverage for inbound LC/AO as a whole. The Commission was not able to 
satisfactorily disaggregate costs by terminal dues regime because the costs provided 
by the Postal Service are averaged across regimes. 


® Based on Postal Service Response to Order No. 1236, Item 15. 
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Unlike terminal dues, inward land charges for parcel post and imbalance charges 
for EMS are not based on a global average, but reflect country-specific costs. For 
parcel post, each country publishes annual rates reflecting a per-piece and per-kilogram 
rate. The U.S. Postal Service also has bilateral agreements with ten countries. As 
Table IV-2 shows, the unit revenues exceed the unit attributable costs for both 
categories of parcel post. Surface parcel post and air parcel post show cost coverages 
of 167.7 percent and 171.1 percent respectively. Achieving a positive outcome for EMS 
should not pose a problem as the Postal Service is free to enter into bilateral 
agreements with other countries in which rates can be cost based. In fact, the U.S. 
Postal Service has agreements with 188 countries. Source 9, pp. 5 and 6. The cost 
coverage for inbound EMS is 101.3 percent. 

(3) Other Comments 

The Postal Service provided the distribution of the major categories of outgoing 
international mail between Household and Non-Household mailers. Table IV-3 arrays 
this information along with revenue and cost data. 
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TABLE IV-3 

COMPARISON OF REVENUE AND COST DATA 
AND PERCENTAGE DISTRIBUTION OF ORIGINATING VOLUME 
FOR SELECTED INTERNATIONAL MAIL CATEGORIES 


Mail 

Percentage 

Non- 

Distribution; 

Revenue 

Attributable 

Cost 

Categories 

Household 

Household 

($) 

Cost ($) 

Coverage 

(1) 

(2) 

(3) 

(4) 

(5) 

Mostiv NHH 

EMS 

91% 

9% 

125,363 

78,366 

160.0% 

ISAL 

100% 

0% 

116,120 

111,739 

103,9% 

!PA 

100% 

0% 

39.219 

22,101 

177.5% 

Air AO 

65% 

35% 

194,833 

139,277 

139.9% 

Air CP 

60% 

40% 

124,029 

97,897 

126.7% 

Surface AO 

90% 

10% 

126.076 

151,034 

83.5% 

Subtotal 



725,640 

600,414 

120.9% 

Mostiv HH 

Air LC 

45% 

55% 

483,242 

295,643 

163.5% 

Surface CP 

11% 

89% 

57,607 

48,107 

119.7% 

Subtotal 



540,849 

343,750 

157.3% 


NHH = Non-Household; HH = Household 

Source: Postal Service Response to Second Notice. Item 21 & Table IV-2 


The weighted average cost coverage for the two categories with the highest 
proportion of Household mail is 157.3 percent. For the six categories of mail with the 
highest proportion of non-household mail, the cost coverage is 120.9 percent. The 
largest volume category, Air Letters and Cards, which contains 55 percent household 
mail (315 million pieces),’" has the second highest cost coverage at 163.5 percent. The 
second largest volume category is ISAL mail (164 million pieces), which contains no 
household mail. It has a cost coverage of 103.9 percent. 


573 million pieces from Table 11-1 times 55 percent from Table IV-3. 
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1 1 USPS Response to Fifth Notice of International Mail Data 
Requirements, Order No. 1246 

12 Cohen, et al., A Cross Sectional Comparison and Analysis of 
Productivity for 21 National Postal Administrations, Printed in Managing 
Change in Postal and Delivery Industries, edited by Crew and 
Kleindorfer, Kluwer Academic publishers, 1997 
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13 USPS electronic workpapers, File: ICRA98IB.XLS, Sheets IPK981 and 
IPK982 

14 Postal Operations Council of the Universal Postal Union, World Round 
Table on Terminal Dues, Geneva, 3 and 4 February 1999, page 18 
(CEPT TR 1999.1-Doc2) 
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OUTBOUND INTERNATIONAL SERVICES 


Surface 

Printed Matter and Smatl Packets (AO) 

Printed matter includes regular printed matter such as advertising 
circulars and catalogues, small packets (gifts, samples, merchandise), 
books and sheet music, and publishers' periodicals. Printed matter has 
two levels of service — surface and air. Surface printed matter is a non- 
priority service. Rates are based on weight. There are separate rates to 
Canada, Mexico, and the rest of the world, reflecting differences in 
terminal dues and other settlement regimes, and transportation costs. 
Surface printed matter has different rates for three subcategories — 
Regular Printed Matter, Books and Sheet Music, and Publishers 
Periodicals. 

Publishers' Periodicals 

Publishers' Periodicals is offered only to publishers and registered 
newsagents for mailings that would qualify for the domestic publishers' 
periodicals classification if destined within the United States. 

International Surface Airlift (ISAL) 

ISAL is a bulk mailing service for the delivery of publications, 
advertising mail, catalogs, directories, other printed matter, and small 
packets. Mailers must meet a 50-pound minimum mailing requirement 
and presort mail by country. ISAL costs less than airmail, but is much 
faster than surface AO. Per-piece and per-pound rates are charged. 
There are different rates for the full service, gateway, and direct shipment 
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options. Under the full service option, ISAL receives air transportation to 
the domestic gateway city, where it is flown to the destinating country and 
entered into that country’s surface mail system for delivery. Under the 
gateway option, customers receive a reduced rate for entering ISAL 
shipments at designated U S. acceptance cities. An ISAL mailer with a 
minimum of 750 pounds addressed to each destinating country may 
receive a direct shipment rate if direct transportation from a gateway city 
can be arranged ahead of time. Rates differ by region, reflecting 
differences in terminal dues regimes and transportation costs. 

ValuePost/Canada 

Value/Post Canada is an ISAL-equivalent service that reflects the 
terminal dues that apply to mail exchanged with Canada Post. There are 
distinct rates for letters, and for flats. There is a per-piece charge for 
letters up to one ounce, and for flats up to five ounces. Above these 
thresholds, both piece and pound charges apply. 

Parcel Post 

International parcel post is similar to domestic parcel post. 
Generally, anything other than personal correspondence may be mailed 
parcel post. Surface parcel post is a non-priority service comparable to 
domestic zone-rated parcel post. There is a maximum weight limit that 
varies from 11 to 70 pounds depending on the destinating country. 
Single-piece rates are charged. There are different rates for mail destined 
to Canada, Mexico, and five country groups, reflecting differences in 
transportation costs and inward land charges. 
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M-Bag Service 

M-Bag service allows a mailer to prepare a direct sack of printed 
matter weighing between 11 pounds and 66 pounds to a single address. 
A reduced terminal dues rate of 0.653 SDR/kg applies that reflects its 
reduced sorting costs. 


Am 


Air Letters and Cards 

Air LC consists of personal correspondence, statements of account, 
and other business-oriented transactions mail. Mailers are typically 
individuals, households, and small business enterprises. Single-piece 
rates are charged. Air LC is offered as a universal service. Rates are 
weight-based and unzoned, but there are different rates to Canada, 
Mexico, and the rest of the world. Air letters receive First-Class Mail 
service in the United States, travel by the most expeditious transportation 
mode available, and receive airmail or priority treatment in the destinating 
country. 

Aerogrammes and Post Cards 

An aerogramme consists of a single page that folds into a light- 
weight, self-sealing envelope. It is designed for personal correspondence. 
Post cards are not sealed. They are designed for business and personal 
correspondence. A per-piece rate applies to both. The aerogramme rate 
is universal. There are different card rates to Canada, Mexico, and the 
rest of the world. 
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International Priority Airmail (IPA) 

IPA is a bulk air service for LC/AO mail. Per-piece and per-pound 
rates are charged. Rates differ by region, reflecting differing terminal dues 
regimes and transportation costs. Under the non-presort option, mailers 
must meet a minimum ten-pound volume requirement. Under the presort 
option, mail must be presorted to destinating country. There are three rate 
groups. A presorted mailing must have a minimum of ten pounds destined 
to a specific rate group. 

Printed Matter and Small Packets (AO) 

Air printed matter is a priority service. Rates are based on weight. 
Rates reflects differences in settlement charge regimes and transportation 
costs. There are different rates to Canada, Mexico, the rest of the western 
hemisphere, Asia and Africa, and the Pacific Rim. 

Bulk Letter Service to Canada 

This is a bulk letter service to Canada. Five hundred pieces 
weighing three ounces or less are needed to qualify for this service. In 
addition, mailers are required to tray their mail and apply a Canadian post 
code to each piece. The rates for this service represent a fixed reduction 
from the Air LC single-piece rate. 

Parcel Post 

Air parcel post is a priority service comparable to domestic priority 
mail. There are maximum weight limits that vary by destinating country. 
Single-piece rates are charged. There are different rates for mail going to 
Canada, Central America, and the rest of the world. 
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Express Mail International Service (EMS) 

International EMS may consist of almost any type of document or 
merchandise. It is the fastest of the international services offered by the 
Postal Service. EMS receives priority handling in the destinating country, 
by either the local postal administration or by private courier. There are 
two levels of service — Custom Designed and On Demand. Custom 
Designed service follows a prearranged schedule. On Demand service 
does not. Service is provided to 180 countries. Postage is based on 
weight. There are distinct rates for Canada, Mexico, Great Britain, China, 
Japan, and five other rate groups. 

Initiatives 

Global Package Link (GPL) 

GPL is a bulk mailing system that provides international delivery of 
packages containing merchandise. GPL is designed to make it easier and 
less costly for mailers to export goods. The Postal Service provides GPL 
on a destination country-specific basis to Brazil, Canada, Chile, China 
(People's Republic of), France, Germany, Hong Kong Special 
Administrative Region, Japan, Mexico, Singapore, and the United 
Kingdom. 

To qualify for GPL service, a mailer must enter into a service 
agreement with the Postal Service and send a minimum of 10,000 
packages a year. In addition, the mailer must link its information system 
to that of the Postal Service so that the Postal Service can automatically 
extract information about each package needed to produce customs forms 
and package labels and to provide tracking and tracing. 
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GPL offers premium, standard, and economy service. Service 
enhancements offered are merchandise return, insurance, customs forms 
and clearance, and payment of customs duties. 

Global Priority Mail (GPM) 

GPM is an expedited airmail letter service providing delivery of all 
items mailable as letters or merchandise up to 4 pounds. GPM items 
receive priority handling in the United States and in destination countries. 
Single-piece and volume rates are available. Separate rates are available 
for small envelope, large envelope, boxes, and Variable Weight Service. 
Variable Weight Service has a single-piece and a bulk rate. For single- 
piece rates, the mailer must have a minimum of five or more pieces to one 
or more GPM countries. To qualify for bulk rates, the mail must be 
separated by geographic rate zone (Western Europe, Pacific Rim, and 
Canada). 

GPM single-piece variable weight option pieces, GPM flat-rate 
envelopes, and GPM flat-rate boxes with postage affixed may be 
deposited wherever Express Mail is accepted. On-call or scheduled 
pickup service is available in cities where GPM is accepted. GPM pieces 
mailed at volume rates must be deposited at a business mail acceptance 
unit authorized to receive GPM. 

Global Direct Service 

Global Direct Service to or from Mexico, Canada, Brazil, and Great 
Britain is available only pursuant to a service agreement between the 
Postal Service and a qualifying mailer. The mailer tenders to the Postal 
Service items meeting the applicable makeup and preparation 
requirements for domestic mail in the country of destination. The Postal 
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Service transports the items to the destination country for entry into its 
domestic mail system. 

To qualify for Mexico Direct, a mailer must have operations in both 
the United States and Mexico. In addition, the mailer must agree to send 
at least 10,000 Mexico Direct items during a 60-day period. The charge 
for this service is $1 .01 per pound or fraction of a pound (plus the 
applicable Mexican domestic postage). To qualify for Global Direct - 
Canada Admail, a mailer must enter a minimum of 25,000 identical printed 
matter items that meet the applicable eligibility, makeup, and preparation 
requirements for Canadian Post domestic Addressed Admail service. The 
size, weight, and level of sortation of the items being mailed determine the 
rate of postage. 

Global Parcel Services (GPS) 

GPS is an inbound parcel delivery service being tested with a 
limited number of foreign postal administrations. It is described as an 
inbound mail order fulfillment service. The mail is entered directly into the 
domestic mailstream, generally as Priority Mail. In FY 1998 GPS was 
received from only one country. 

International Customized Mail (ICM) 

ICM service is available only pursuant to an ICM service agreement 
between the Postal Service and a mailer meeting volume and postage 
requirements. The mailer must be capable, on an annualized basis, of (1) 
tendering at least 1 million pounds of international mail to the Postal 
Service, or (2) paying at least $2 million in international postage to the 
Postal Service. There are no published rates for ICM. 
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Several services are available on ICM terms. They are 
International Surface Airlift (ISAL), ValuePost, and Express Mail Service 
(EMS). Discounts are negotiated on an individual customer basis. For 
costing purposes, the ICM portions of each of these services are 
presented collectively as ICM costs in the initiatives section of the ICRA. 
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MEASURING THE COSTS, REVENUES 
AND VOLUMES OF INTERNATIONAL MAIL 


This appendix addresses the underlying data sources and the methodology the 
Postal Service uses to calculate the revenue, pieces, weight, and attributable cost (PRC 
version) for international mail. The section is organized as follows: (1) outbound 
revenue, pieces, and weight (RPW); (2) inbound RPW; (3) the attributable costs of 
standard services; (4) the attributable cost of initiatives; and (5) International Mail 
Service Incremental Costs. Standard services is a descriptive term used in this 
appendix to differentiate the traditional or standard international mail services, e.g., air 
letters and cards, from the new service offerings the Postal Service refers to as 
initiatives. While the revenues and volumes for the initiatives are collected through the 
Permit system and other similar census-based systems, their attributable costs are 
developed using a variety of sources and calculation procedures. The Postal Service 
also has presented costs it considers to be incremental to International Mail service as a 
whole. The nature of these costs is discussed in subsection (5) of this Appendix. 
Responsibility for these costs is discussed in Section IV. 

(1) Outbound Revenue, Pieces, and Weight 

The Postal Service develops estimates of revenue, pieces, and weight for 
outbound mail using five different systems: (1) the Permit system; (2) the Electronic 
Marketing Reporting System (EMRS); (3) the International Business Information System 
(IBIS); (4) the Corporate Business Customer Information System (CBCIS); and (5) the 
System for International Revenue and Volume/ Outbound (SIRV/O). Of the five 
systems, the first four collect census information as part of the Postal Service's 
accounting process. In FY 1998, they captured 33 percent of all international outbound 
volume. Source 1, pp. 7-6 to 7-8 and Table C-1. The fifth system, SIRV/O, is a 
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statistical sampling system designed to collect revenue, pieces, and weight for 
international mail not incorporated into the Postal Service’s accounting systems. 
SIRV/0, in turn, is supported by the Military and International Accounting and Dispatch 
System (MIDAS). Source 1, p. 7-3. This is an operating system that tracks all 
outbound mail. Source 1 , p. 7-1 . It provides the weight of mail by UPU class, 
destination country, and transportation mode. MIDAS, therefore, provides a control 
weight figure for adjusting the sample (SIRV/0) volume to coincide with a direct 
measure of the actual weight of International Mail. Source 1, p. 7-1 and Source 2, p. 1. 
SIRV/0 accounted for 67 percent of all international outbound mail in FY 1998. 

Table C-1. 

Because some mailers enter their mail at offices that do not have the Permit 
system in place, the Service supplements its data systems by obtaining census data on 
revenue, pieces, and weight from special Postmaster reports and from postage 
statements and account activity reports. Source 1, p. 9-1. The table below shows the 
distribution of piece volumes by mail category and data source. 
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Table C-1 

DISTRIBUTION OF OUTBOUND VOLUME 
BY INTERNATIONAL MAIL CATEGORY AND DATA SOURCE 




Piece 

Percent 


Data 

Volume 

Distribution 

International Mail Category 

Source 

(000) 

of Volume 



(1) 

(2) 

Surface 




Printed Matter & Small Packets, excl. ISAL & Per. 

SIRV/O 

28,215 

2.9% 

Periodicals 

Permit 

65,082 

6.7% 

Parcel Post 

SIRV/O 

2,312 

0.2% 

Int'i Surface Airlift 

Permit 

163,587 

16.8% 

VaiuePost/Canada 

Permit 

- 


Subtotal, Surface 


259,196 

26.7% 

Air 




Letters and Letter Packages 

SlRV/0 

510,053 

52.5% 

Postcards, Postal Cards, and Aerogrammes 

SIRV/O 

63,010 

6.5% 

Printed Matter and Small Packets (AO) 

SIRV/O 

45,017 

4.6% 

International Priority Airmail Service 

Permit 

52,843 

5.4% 

Bulk Letter Service to Canada 

Permit 

- 


Parcel Post 

SIRV/O 

4,240 

0.4% 

Express Mail International Service 

EMRS 

4,694 

0,5% 

Subtotal, Air 


679,857 

69.9% 

Initiatives 




Global Priority Mail 

IBIS/CBCIS 

4,219 

0,4% 

Global Package Link 

Permit+ 

1,513 

0.2% 

Direct Entry/Inbound 

Permit 

17,138 

1.8% 

International Customized Mail 

Postage St+ 

10,433 

1,1% 

Subtotal, Initiatives 


33,303 

3.4% 

Total Outbound 


972,356 

100.0% 

Volume from Sample 


652,847 

67.1% 

Volume from Census Information 


319,509 

32.9% 

Total Outbound 


972,356 

100.0% 


Source: FY 1998 ICRA, pp, A-1. A-2, and A-3 and Source 1. pp. 7-6 to 7-8. 

Note: PetTTiit + equals Permit system & Postmaster Reports Postage St + equals 
Postage Statements & Account Activity Reports 
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Census Information. Table C-1 displays volume data for the 16 outbound 
international services for which revenue, cost, and volume data are analyzed in this 
report. These 16 services account for all outbound mail. Census data are gathered on 
ten of the 16 services that accounted for 319.5 million pieces in FY 1998. Table III-1 
shows that the Permit system is used to track seven of those services: (1) Periodicals, 
(2) ISAL, (3) IPAS, (4) ValuePost/Canada, (5) Bulk Letter Service to Canada, (6) Global 
Package Link (except for a small portion of the volume), and (7) Direct Entry. These 
categories account for 94 percent of the census data. The other three services. 
International Express Mail, Global Priority Mail and International Customized Mail are 
tracked by other accounting systems that are similar to the Permit system in that they 
directly collect mailer information on revenue, pieces, and weight on a census basis. 
Express mail data are collected in the EMRS. GPM data come from the IBIS and 
CBCIS. The IBIS houses information on four of the five GPM services: small envelope, 
large envelope, boxes, and variable weight. The Variable Weight Service is composed 
of a single piece service and a bulk service. The IBIS collects the total RPW data for 
variable weight service, while the CBCIS collects only the bulk service portion. The 
single-piece service portion is obtained by subtracting the bulk service totals from the 
combined service totals. Source 1, p. 7-8. 

Most of the volume and revenue data for GPL are contained in the Permit 
system; however, during FY 1998, there were some customers who entered their mail 
at postal facilities without the Permit system. For this reason, the Postal Service 
assembled the revenues and volumes from the Postmaster Reports at the applicable 
facilities. The same problem arose for the mailers using ICM during FY 1998. The 
revenues and volumes for this service are developed using postage statements from 
the specific-facility and account activity reports maintained in the International Business 
Unit (IBU). Source 1, p. 9-1. 

Sample Data. The SIRV/0 collects data on the lion’s share of total outbound 
mail volume (652.8 million pieces in FY 1998). Table C-1. It collects RPW data for the 
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Other six services shown in Table C-1: (1) Surface Printed Matter, (2) Surface Parcel 
Post, (3) Air Letters and Letter Packages, (4) Air Cards and Aerogrammes, (5) Air 
Printed Matter, and (6) Air Parcel Post. Source 1, p. 7-7. The SIRV/0 also collects 
RPW data for Periodicals, ISAL, and IPAS. The SIRV/0 data is used to develop 
country-specific information, not total outbound volume for these services. These come 
from the Permit system, as noted earlier. Source 1, p. 7-7. 

The SIRV/0 is a random sampling system stratified as follows: (1) destination 
country or country group; (2) Origin Exchange Office (OEO) group; (3) transportation 
mode (Surface, Air, ISAL); (4) MIDAS container type (e.g., bags, letter trays, flat trays); 
(5) MIDAS mail category (LC, AO, CP); and, (6) weight. The Postal Service selects a 
cluster sample within the stratum for measuring revenue, pieces, and weight. Clusters 
are defined as mailflow days where a mailflow represents a unique combination of 
destination foreign city, U S. origin exchange office, transportation mode, MIDAS 
container type, and Midas mail category. Source 1, p. 7-3. 

MIDAS is the primary component of SIRV/0. It is a network computer system 
with nodes in all U.S. offices dispatching international mail. Source 1, p. 7-5. It is an 
automated dispatching system that produces a billing record for the payment of air and 
surface carriers. It yields a census count of the gross weight (/.e., weight of mail + 
weight of container) of outbound international mail by country, transportation mode, and 
UPU class. Source 1 , pp. 7-1 , 7-3, 7-6, 7-7. The weights recorded in this manner, 
when summed to country, transportation mode, and class, form control totals for the 
SIRV/O estimates. The control totals are used to expand sampled revenues, pieces, 
and weight to the universe. Source 1, p. 7-7. MIDAS also identifies the active mailflows 
for the cluster samples, and automatically selects mail containers for sampling, based 
on the Postal Service's testing schedule and the expected total weight of the mailflow 
day. The ultimate sample is a container of mail. Source 1, p. 7-3. 

MIDAS collects data on all outbound international mail. The SIRV/O 
supplements the MIDAS system in three important ways. First, MIDAS does not collect 
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information on the number of pieces. Second, MIDAS treats LC and AO mail as a 
combined total, while the Postal Service needs separate volumes for LC and AO mail 
for costing and pricing purposes. Third, MIDAS measures the gross weight of mail, i.e., 
it includes the weight of the mail container in its estimate. The SIRV/0 sampling system 
identifies the weight of the mail and of the container separately. The Postal Service, 
therefore, is able to adjust the final volume estimates to correct for the difference 
between the gross weight and the net weight of mail. 

The Postal Service uses an auxiliary sampling system independent of the 
SIRV/O to estimate the GPM volume distribution by country. The data residing in the 
IBIS and CBCIS do not contain information on destination country. Source 1, p. 7-8. 
The sampling process is similar to the SIRV/O process. The strata are defined as the 
origin exchange office and destination country. The ultimate sample unit is a container 
of outbound GPM. GPM is always transported in its own container to ensure expedited 
handling. Source 1, p.7-8. The sample data on revenue, pieces, and weight is 
expanded to the universe on the basis of the sampling fraction and the control totals 
from the IBIS and CBCIS. Source 1, p. 7-8. The Postal Service uses the resulting 
volumes for each GPM service, and the applicable GPM rate schedule, to develop the 
revenues. Source 1, p. 7-8. 

(2) Inbound Revenue, Pieces, and Weight 

The Postal Service’s International Accounts Branch (lAB) routinely collects 
volume information on inbound international mail from the manifests that accompany 
the mail. Source 1, p. 6-1 and Source 8, Response to Item 2. The data are used to 
compute settlement charges, which are the revenues the Postal Service receives for 
delivering inbound mail. Source 1 , p. 3-5. Through the manifest process, the Postal 
Service collects piece and weight data for parcel post, international express mail, and 
M-bags. For LC/AO mail (including inbound ISAL), it collects only the weight of the 
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mait. To develop the number of pieces of inbound LC/AO, the Service estimates the 
average number of pieces per kilogram by transportation mode, and country or terminal 
dues regime. Then, it multiplies the total weight of inbound LC/AO mail for each country 
by the applicable pieces per kilogram. Source 1. p. 8-2 and 8-5. This estimate is 
derived from the System for Internationa! Revenue and Volume/inbound (SIRV/I). As 
the table below shows, the SIRV/I estimate of pieces per kilogram is used to calculate 
piece volumes for 98.6 percent of inbound mail. 

TABLE C-2 

SUMMARY OF INBOUND VOLUME BY DATA SOURCE 





Piece 

Percent 


Data 

Calculation 

Volume 

Distribution 

Mail Category 

Source 

Method 

(000) 

of Volume 




(1) 

(2) 

Surface LC/AO 

SIRV/l 

Kg X p/Kg 

46,735 

7,3% 

Surface CP 

lAB 

N/A 

2,142 

0.3% 

Air LC/AO 

SiRV/l 

Kg X p/Kg 

587,926 

91.3% 

Air CP 

lAB 

N/A 

2,192 

0,3% 

Express Mail 

lAB 

N/A 

3,763 

0,6% 

Global Parcel Svc 

lAB 

N/A 

1,049 

0.2% 

Total 

Sum of Lines 1 thru 6 

643,807 

100.0% 

SIRV/I 

L.1 +L.3 


634,661 

98.6% 

lAB 

Sum of Lns, 2, 4. 5, & 6 

9,146 

1.4% 




643,807 

100.0% 


Source: Table 111-5, Summary of Revenues, Volumes, and Attributable Cost 


The SlRV/l is based on a stratified random sampling system. The strata are 
defined as foreign origin country, U.S. destination exchange office, and transportation 
mode (Surface, Air, and ISAL). Source 1, p. 8-1. Each combination of these three 
characteristics defines a mailflow for sampling purposes. Sampling fractions differ 
between surface and air transportation. When the Service selects a mailflow day, a 
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systematic sample of inbound mail containers is selected at the destination exchange 
office. The data technician records the gross weight and the tare weight of the 
container, the number of pieces in the container, and for each piece, whether it is a 
letter, a flat, a packet, or a parcel. The technician also records the number of containers 
available for sampling that day. Source 1. p. 8-1. 

Using the expanded’ piece and weight data from the SIRV/I, the Service 
estimates pieces per kilogram (based on gross weight) by country and transportation 
mode. This produces a measure of pieces per kilogram for (1) Surface LC/AO; (2) Air 
LC/AO; and, (3) ISAL. These estimates align with lines 1 and 3 of Table C-2 where ISAL 
is included in Surface LC/AO. To develop the annual piece volumes by country and 
transportation mode, the Postal Service multiplies the total kilogram weight of inbound 
mail for each foreign origin country and transportation mode by the corresponding 
estimated pieces per kilogram. According to the Postal Service, this is a standard 
method for calibrating a sample estimate to the universe that takes advantage of the 
positive correlation between weight and pieces. Source 1, p. 8-4, In the case of 
countries with very small sampled volumes, the Postal Service uses the UPU or the 
EURB average pieces per kilogram, as applicable, rather than the specific country 
estimate. Source 1 , p. 6-2 and Source 5, pp. 52 and 53. 

Having described how the Postal Service estimates annual volumes for LC/AO, 
parcel post, international express mail, and M-bags, a discussion of the development of 
inbound revenues follows. This process is conceptually straightforward since the rates 
are known for terminal dues (LC/AO and M-bags), inward land charges (parcel post), 
and imbalance charges (EMS). However, the rates for LC/AO differ between Canada, 
UPU countries, and the European Bilateral countries. For parcel post, each country 
publishes its own inward land charges annually. For EMS, the U.S. Postal Service 
maintains bilateral agreements with other countries. Further, since all the rates for 

’ Raw sample estimate divided by the sampling rate or sampling fraction to obtain the estimate 
for the entire population. 
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terminal dues, etc., are in terms of SDRs (Special Drawing Rights), the Postal Service 
must use the applicable exchange rate to convert SDRs to U.S. dollars. To calculate 
the revenue for inbound mail, the Postal Service aligns the applicable volumes with the 
applicable rate for terminal dues, etc., with the applicable exchange rate, and multiplies 
the three numbers. Source 1, p. 6-1. 

The agreement with Canada for LC/AO mail contains separate rates for letters 
and flats. To accommodate this agreement, the U.S. Postal Service maintains a 
separate system for accumulating Canadian revenue and volume information. The 
system also covers parcel post. The development of revenue for inbound Canadian 
mail follows the same calculation procedure described above. Source 1 , pp. 6-1 and 
6-3. 

Since this procedure provides imputed values for inbound revenues, the Postal 
Service adjusts the revenues for each UPU service so that, in aggregate, they match 
the total revenues included in the Domestic RPW Report. Source 1 , p.6-3. 

Finally, the aggregate revenues for air conveyance dues and transit fees are 
obtained from the Postal Service's revenue accounts. Source 1 , p, 6-3. Air conveyance 
dues are the revenues the Postal Service receives for transporting inbound mail by air 
to its destination. Transit fees are the revenues the Postal Service earns for forwarding 
mail from one foreign country to another. 

(3) The Development of Attributable Costs for the Standard Services based 
on the PRC Costing Methodology 

There are six generalized components for international mail costs; (1) mail 
processing; (2) delivery (in-office and street), (3) domestic transportation; 

(4) international transportation; (5) settlement charges; and, (6) “all other” costs 
(primarily costs that piggyback on the directly variable costs). This categorization 
accounts for all cost elements in the Domestic Cost Segments and Components Report 
and the Domestic CRA, which has a line item for international mail. 
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Outbound services incur domestic mail processing, domestic transportation, 
international transportation, terminal dues (the cost of delivery in the destination foreign 
country), and applicable “all other” costs. Outbound services do not incur domestic 
delivery costs. Inbound mail incurs domestic mail processing, domestic transportation, 
delivery, and applicable all other costs. Inbound mail does not incur settlement charges 
or international transportation costs. 

Mail Processing Costs. Mail processing costs are based on Management 
Operating Data System (MODS) activity costs and In-Office Cost System (IOCS) 
distribution keys. The MODS system organizes mail processing costs into specific 
activity pools for vrhich there are corresponding IOCS distribution keys. The distribution 
keys are used to allocate the MODS activity costs to each international service. In the 
ICRA, PRC Version, the Postal Service applied the cost variability factors utilized in the 
Commission’s most recent recommended decision (Docket No. R97-1). In Docket 
No. R97-1 , the Commission concluded that the variability factor for mail processing cost 
should be 1 00 percent. Differences in variability estimates and distribution keys 
distinguish the Commission’s costing methodology from the Service’s. For ease of 
presentation, the ICRA includes some costs under the heading “process” that are not 
traditionally incorporated there. These costs include all the costs of supervision (Cost 
Segment 2) and the remaining clerk and mailhandler cost that is not related to mail 
processing (Cost Segment 3). 

Delivery Costs. The in-office carrier costs and street costs (city and rural) also 
follow the Commission’s recommended costing procedure. The Commission’s 
approach includes volume variable cost and the incremental cost that arises when only 
one subclass of mail is delivered to a business or residence. In contrast, the Postal 
Service prefers to assign only the volume variable cost. 

Domestic Transportation Cost. Both inbound and outbound mail incur domestic 
transportation costs. These costs come from the applicable expense categories in the 
Book of Accounts. Source 1, p. 2-1. The Service’s transportation cost system, TRACS, 
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is used to develop distribution keys to distribute the Book of Accounts’ expenses among 
the domestic subclasses and the international mail services. TRACS collects volumetric 
data on both outbound and inbound mail in sufficient detail for most expense categories. 
See Source 6. Where the volumetric data are insufficient for the distribution of 
attributable cost to international mail categories, the Service develops a distribution key 
using data from the SIRV/O and the SIRV/I in combination with the density data 
(pounds per cubic foot) underlying the Domestic RPW report. In these instances, the 
ultimate distribution key is cubic feet of mail. Source 1 , p. 2-1 . 

According to the Postal Service, with the exception of Canada, sample size 
limitations prevent it from obtaining reliable figures by which attributable domestic 
transportation costs can be separated by foreign origin or destination countries. 

Source 1, p. 2-1. Thus, there is no breakdown of domestic transportation cost by 
country or country group. 

The Postal Service also determined that, with respect to Express Mail and Global 
Priority Mail, the TRACS system had sampling limitations related to TRACS Passenger, 
the Eagle network, and the Western network, all of which handle expedited mail. 
Accordingly, the Service used information from SIRV/O and RPW to distribute the costs 
among the appropriate categories. Source 1, pp. 2-2 and 2-3. The Postal Service 
believes this approach provides more accurate reporting and reflects the similarity in 
transportation costs between International Express Mail and Global Priority Mail. 

Source 1, p. 2-2. 

International Transportation Cost The costs for transporting mail from U.S. 
Postal Service dispatching points to foreign countries are kept in the Book of Accounts 
and apply only to outbound mail. Source 1, p. 4-1 . The International Accounts Branch 
(lAB) maintains international transportation costs and kilograms by country. According 
to the Postal Service, it develops cost by mail category and country groupings in four 
steps. First, using the lAB data, the Service develops unit cost (/.e., cost per kilogram) 
by country and mail category. Second, unit costs are multiplied by category volumes for 
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each country to develop total cost. Third, country totals are grouped into the 
appropriate rate groupings, as applicable. Fourth, the group totals are adjusted to 
match the book of account totals. Source 1 , p. 4-1 . 

Highway costs for Canada and Mexico are developed separately using 
analogous domestic unit costs. The Service also uses assumptions concerning the 
proportion of mail destined to Canada and Mexico. The Service assumes that for mail 
to Canada, 75 percent of the surface mail and 10 percent of airmail moves by highway. 
For Mexico, it assumes that 100 percent of surface mail and 0 (zero) percent of airmail 
moves by highway. Source 1 , p. 4-4. 

Settlement Costs. Settlement costs apply only to outbound mail. The costs 
represent payments to foreign countries for delivering U.S. Mail. The settlement 
charges for LC/AO mail are referred to as terminal dues. For parcel post, the term is 
inward land charge. For Express Mail, the term is imbalance charge. For air LC/AO 
and air parcel post, there is an additional charge referred to as air conveyance dues. 
This change applies to mail receiving air transportation in the destination country. 

There is also a transit fee that applies to mail originating in one country and moving 
through a second country for destination in a third country. Source 1, pp. 5-1 and 5-2, 

U.S outbound LC/AO mail is subject to three terminal dues regimes: (1) UPU 
countries, (2) EURB, and (3) Canada. The EURB terminal dues rates have per-piece 
and per-kilogram elements. The UPU rate is a per-kilogram rate. The Canadian rates 
are shape based. Source 1, 5-3. 

Inward land charges, air conveyance dues and transit rates for parcel post vary 
by country and are independent of UPU and EURB groupings. The rates are on a per- 
piece and per-kilogram basis. The UPU specifies the allowable charges for Air 
conveyance dues and transit fees for LC/AO mail. Source 1 , 5-2, 5-3 and 5-9. 

EMS imbalance charges also vary by country. Some of the rates are reciprocal, 
i.e., the U.S. Postal Service pays the foreign postal administration the same rate the 
foreign postal administration pays to it. The reciprocal rates for some countries reflect a 
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two-tier system that differentiates between documents and merchandise. According to 
the Postal Service, this distinction corresponds to customs arrangements. The two-tier 
system also applies in some countries where private couriers, rather than the Postal 
Administration, deliver EMS. The remainder of imbalance charges vary widely by 
country. Source 1, p. 5-4. 

The Service’s methodology for computing settlement charges requires the 
outbound volumes by country, mail category (LC/AO, Parcel Post, and EMS), 
transportation mode, the applicable settlement charge, and the appropriate exchange 
rate. Multiplying the volumes for each country by the applicable settlement charge and 
exchange rate yields settlement cost. Source 1, pp. 5-1 and 5-2. Except for EMS, the 
outbound volume data are obtained from the SIRV/0. They not only support the 
calculation of settlement costs, but are also used for calculating international 
transportation costs discussed earlier. Source 1, p. 5-1 and 5-4. 

Settlement costs, calculated as described above, are imputed costs. The Postal 
Service does not attempt to reconcile the imputed cost to the Book of Accounts cost 
because the accounting procedures are not well suited to the task. Source 1 , p. 5-1 . In 
FY 1998, the total booked settlement cost amounted to $547,738.5 (000): while the 
imputed costs amounted to $477,496.7 (000). Thus, the booked costs exceeded the 
imputed costs by $70,242 (000), In a response to a Commission inquiry, the Postal 
Service stated that the imputed costs are based on FY 1998 volumes and reflect the 
different conversion rates in effect for calendar years 1997 and 1998. In contrast, the 
booked costs reflect five items that are not the result of FY 1998 volumes or rates: 

(1) prior year adjustments: (2) a fixed conversion rate: (3) the difference between the 
fixed conversion rate and the current rate is assigned to general ledger accounts; 

(4) some settlement payments are provisional; and (5) accruals are conservative to 
avoid underestimating expenses. For these reasons, the Postal Service treats these 
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costs as incremental to all international mail as whole.^ Source 7, Response to Item 10. 
This will be discussed further below. 

“All Other“' Costs. “All other" costs include all attributable costs not included 
above. These are mostly cost items that both the Service and the Commission treat as 
varying in proportion to directly variable cost. These costs include the costs of some 
lower level regional and headquarters administration, rents, fuels, utilities, supplies and 
services, and other support costs. There are also supervisor costs and clerk and 
mailhandler costs for window service and administrative support included here. 

(4) The Development of Attributable Costs for the Initiatives 

The cost allocations for International initiatives, with the exception of GPM, are 
derived from data gathered outside of the Postal Service's main data collection 
systems. The Postal Service has indicated that the initiatives are seldom observed in 
the data collection systems used for the higher-volume international mail products. This 
section describes the Postal Service's costing methodology for each of the initiatives. 

Global Package Link. The GPL model used by the Postal Service to track cost 
and revenue information consists of a series of linked spreadsheets. The model was 
developed to determine the institutional cost contribution of GPL. Calculating GPL’s 
contribution requires calculation of the product’s attributable cost for each postal 
accounting period (AP) using existing sources of data for GPL revenue, pieces, and 
weight. Source 10, p. 275. 

Costs are allocated to GPL based on an engineering approach. Each step 
“involved in processing, transporting and delivering mail is mapped out. Each step is 

^ On June 7, 1999, the Postal Service submitted a new FY 1998 ICRA Report - Postal Service 
Version. The report contained a revised methodology for calcuiating intemationai transportation cost and 
a different treatment of the difference between imputed settlement charges and the settlement charges in 
the book of accounts. Because of time constraints, the Commission has not been able to evaluate the 
merits of the changes. For this reason, the attributabie costs in this report reflect the FY 1998 iCRA 
Report - PRC Version. 
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classified as variable with piece, with volume, or with some other criterion, or fixed with 
respect to volume. Then, costs for each step are summed." Source 3, Response to 
Item 9. The attributable cost components included in the GPL model are: verification 
labor, domestic shipping, processing labor, facilities and equipment, international 
transportation, international settlement, IBU contractors, IBU administrative, and other 
charges and expenses. Excluded costs are institutional costs not attributable to specific 
postal products. These include headquarters general and administrative expenses. 
Source 10, p. 275. 

The model uses volume data from the Postal Service’s Revenue, Pieces, and 
Weights system. Costs are manually input, based on reports from Postmasters at the 
facilities where GPL is processed. Source 10, p. 282. “Customer verification rate is the 
average hours spent per shipment verifying GPL.” Source 3, Response to Item 7. 
Contract highway service costs are obtained by contacting postmasters or GPL account 
representatives. Domestic shipping rates are per minute costs for vehicle service 
drivers and per mile costs for contract highway routes that are not dedicated to GPL. 
These costs are determined by separate analyses. International transportation rates 
are calculated in the GPL model using the highest international airmail rates for Express 
GPL and the Surface Airlift Rates for Standard and Economy GPL. Source 3, 

Response to Item 7. 

In addition to the volume variable cost, the Postal Service also included product- 
specific costs in the amount of $6,151 (000). These expenses are causally related to 
GPL, but do not vary with marginal volume changes. They include advertising and 
promotional activities and other related business expenses. Source 7, Response to 
Item 9. 

Global Priority Mail. GPM costs are estimated "by using In Office Cost System 
(IOCS) tallies, domestic transportation information and other elements of the process 
used for most other categories of international mail, including the identification of 
product-specific costs." Source 3, Response to Item 9. As in the case of GPL, there 
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are product-specific costs associated with GPM in the amount of $18,913 (000). They 
include the expense of advertising and promotion, supplies and other related business 
activities. Source 7, Response to item 9. 

Global Direct Services (Direct Entry/Inbound).. The costing methodology for 
Global Direct Services varies by country, reflecting the operational specifics of the 
service that is provided to each customer. The Postal Service provided service to or 
from three countries during FY 1998: 

Canada. Mail going to Canada can have either of two different rates for terminal 
dues. The terminal dues rate is either taken from the mailing statements or is 
calculated at a fixed rate, which is then converted from Canadian to U.S. currency and 
multiplied by pieces. For domestic transportation, the highway contract rate is used. 
The standard Department of Transportation (DOT) international airmail rates are used 
for the international air transportation cost. An acceptance clerk cost per piece taken 
from the 1997 CRA report in Cost Segment 3.2 under the Window Service Category is 
added. Source 1 , p. 9-5. 

Brazil. The IBU provides the settled terminal dues by mailing. Domestic 
transportation is based on a highway truck rate per mile multiplied by the distance 
between the domestic acceptance site and the international mail facility. The standard 
DOT international airmail rates are used for the international air transportation cost. An 
acceptance clerk cost, identified from an international mail processing study, is also 
added. Source 1, pp. 9-4 and 9-5. 

Great Britain. Costs for Direct Entry Great Britain are attributed based on the 
cost segment distribution of Standard Mail (A) Regular from the 1997 CRA. For Cost 
Segment 14, a weight per piece ratio is used in order to determine a weight-based cost 
for transportation. Source 3, p. 9-4, 

These services consist of both outbound (US origin) and inbound (foreign origin) 
mail. The following table shows the breakdown of the two types of mail for FY 1998. 
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TABLE C-3 

GLOBAL DIRECT MAIL 


Category 

Revenue 

$(000) 

Cost 

$(000) 

Contribution 

$(000) 

Pieces 

(000) 

Weight (lbs) 
(000) 

Outbound (US Origin) 

3,351 

3.115 

236 

16,837 

840 

Inbound (Foreign Origin) 

116 

23 

93 

301 

79 

Total 

3,467 

3.138 

329 

17,138 

919 


Source; Source 11, Response to Item 1. 


The volume is predominantly outbound mail. The small numbers in the inbound entries 
in Table C-3 illustrate the difficulty of using the Postal Service's major data collection 
systems for tracking the costs of initiatives. 

Global Parcel Services. The GPS volume and revenue report is in a database 
maintained by the International Accounting Branch (lAB). The dispatch data are 
entered daily and the accounting period report is based on this information. Specific 
revenue data are taken form the Financial Accounting Cost Tracking System (FACTS). 
The data are sent from International Finance to the lAB on an accounting period basis. 
Source 1, p. 9-1. 

Costs for GPS are determined by using a proxy. The volume characteristics of 
GPS are applied, on an accounting period basis, to the unit cost for Domestic Priority 
Mail as identified in the 1997 Cost and Revenue Analysis (CRA) report for costs 
excluding transportation. For transportation, calculations are based on a unit cost, and 
adjusted for the difference in the weight per piece ratio between Domestic Priority and 
GPS. Source 1, p. 9-5. 

International Customized Mail. In FY 1998, ICM service ofered access to five 
existing services: ISAL, IPAS, EMS, ValuePost, and Air/Surface Parcel Post on terms 
adapted to specific customers. Generally, the costs associated with service specific 
ICM customers are developed using the average costs of the applicable service (ISAL, 
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etc.) for settlement costs, international transportation charges, and processing costs. In 
some cases, only an acceptance cost is used rather than full processing costs to reflect 
the specific operations of the particular ICM service. Source 1, p. 9-3 and 9-4. 

The lone exception to this methodology is the cost incurred by iCM 
customers that use the Postal Service’s Air or Surface Parcel Post. For these 
customers, the Postal Service develops costs using the cost coverage for the standard 
Air and Surface Parcel Post categories. Source 1, p. 9-4. 

(5) International Mail Service Incremental Costs 

The Postal Service has included costs that it views as incremental to 
International Mail as whole. The cost has two components. The first component 
reflects the difference in settlement charges between imputed costs used in the ICRA 
as attributable settlement cost and the booked cost in the system of accounts. This cost 
amounted to $52,203 (000) in FY 1998 and was discussed in the earlier section on the 
development of settlement cost. The second component reflects expenses for the IBU 
that amounted to $70,242 (000) in FY 1998. ICRA Report, p. A-1, footnote 1. The 
reported amount includes the salaries and benefits for IBU personnel, supplies and 
services, rents, utilities, and other reiated expenses. Source 3, Response to Item 4. 
Together, these expenses amount to $122,445 (000). 

These costs cannot be causally related to specific international mail services on 
the basis of current information, but can be causally related to international services as 
a whole. 
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DERIVATION OF APPROXIMATIONS 
FOR ATTRIBUTABLE COST PER PIECE (ACP) 

AND ITS COEFFICIENT OF VARIATION (CV) 

The Attributable Cost per Piece (ACP) for a domestic subclass or international 
category of mail is derived by the United States Postal Service for its annual Cost and 
Revenue Analysis (CRA) and International CRA (ICRA) reports using a formula that 
combines in a nonlinear way estimates of volume-variabilities, distribution key shares and 
mail volumes produced by a number of postal data systems and special econometric 
studies. In most Postal Service material ACP is referred to as Unit Volume-Variable Cost 
(UWC). Individually, the coefficients of variability for these estimates (the standard 
deviation of the error of the estimate divided by the estimate) are often a product of the 
sampling process or econometric fit that produced the estimate and are known to the 
Postal Service. Furthermore, there is little interdependence between Postal Service data 
systems and/or special studies so the errors that arise in estimates of volume- 
variabilities, distribution key shares and mail volumes, as they appear in the formula for a 
single subclass or category, can be expected to be uncorrelated and approximately 
normally distributed. In the absence of non-sampling errors, the expected value or mean 
of the errors will also be zero. These assumptions are nearly identical to the 
assumptions made by the study team in the recently concluded study of the quality of 
several principal Postal Service data systems. 

The purpose of this Technical Appendix is to derive and to apply formulas to 
calculate accurate approximate values for expected ACP and its coefficient of variation 
(CV) under these assumptions and using no more information than the estimates of 
volume variability, distribution key shares, and mail volumes, and the estimates of the 
CVs of these variables, as provided by the Postal Service. The formulas are 
approximations for five reasons. First, the derivation uses a second-order Taylor series 
expansion of the formula for ACP; thus the effect of third and higher-order terms in the 
Taylor series is presumed to be negligible. Second, virtually all of the errors in the 
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estimates found in the formula for ACP are lower-bounded; however, the normal 
distribution is not. Consequently, the normal distribution is only an approximate 
description of the error-generating process, although the approximation should be very 
good for variables with moderate CVs (0.5 or less). Third, the assumption that the errors 
in the estimates of the variables found in the formula are independently distributed is too 
heroic. There are some connections between Postal Service data systems and special 
studies that could produce correlations between the errors. However, there exist no 
estimates of these correlations that could be used in approximations derived under the 
assumption that the correlations are known. Fourth, the derived approximation for the 
CV of ACP contains terms that are very small and have no appreciable affect on the 
approximations. These terms can be ignored as a practical matter in applying the 
approximation formula. Fifth, the derivations assume that there are no non-sampling 
errors in Postal Service estimates of volume-variabilities, distribution key shares and mail 
volumes, although It is widely suspected that unknown non-sampling errors exist. 
Fortunately, non-sampling errors in the form of additive biases will have little effect on the 
approximations. If the amounts of the biases become known, they can be simply 
subtracted to correct the estimates with little effect on the calculated CVs. In effect, there 
Is little interaction in the approximations between simple biases and the CV of ACP when 
non-sampling errors are discovered and corrected. 

The derivation proceeds, first, for a general function y = F{x) having continuous 
first- and second-order partial derivatives with respect to the elements x, of the vector of 

variables x . An estimate x of x is assumed to have been obtained such that the errors 

e. = x,-xj are normally distributed and independent random variables with zero means. 
The derivation makes use of the following expected values for independent normal errors 
with zero means; 

1. £k]=0 Zero mean (no bias in X,). 
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2. £[ef]=o-,^ Variance of e, . 

3. £[e,ej]=0 for all / y independent errors 

4. £[e, ej]= 0 for any expression e, in which one or more of the errors 

appears alone unsquared, e.g., £[e,]=0 and £[e,e 2 ] = 0, £[e,^ej]=0, £[e,e 2 ]= 0 . 

5. £[e,'ej]= if i* j . Also because of independent errors. 

6. £[e,’]=0 Third moment about the mean of the normal distribution. 

7. £[e,*]=3CT,^ Fourth moment above the mean of the normal distribution. 
Only 6 and 7 make use of the normality assumption and 6 is also true for any symmetric 
distribution. 

The second-order Taylor series expansion of the function y = £(x) is taken around 
y = F(x): y - y+'£F,ei + 'Z'LFije,ej/2 where Fi = dF/dx, and F,j = d^F / dx^dxj . All partial 

derivatives are evaluated at x = x. 

The expected value of y is obtained by taking the expected value of its 
components. E\y] = y+'LF,E{e,) + 'Z'Y.F,jE\efi^l2. The term Z£i£[e']= 0 because 

£[ej=0 (1). All of the terms in the double summation for which i* j also vanish 
because E\efi^\= 0 for i ^ j (3). In the remaining terms r£;,£[ef]/2 , substitute 

£[d,^]=<T,^ (2) 

8. £[>’]=t+Z£;,o-//2 

This expression (8) reveals that y is likely to be a biased estimate of y unless the 
function F(x) is linear or in the unlikely circumstance that there are exactly affecting 
terms in the expression l,F„crf. 
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The CV of y is defined as: C,. = -jEliy - E[y]f ] / E[y] . This definition uses £[>■] 
rather than the biased estimate y to normalize the standard deviation of the error 
y - Ely} , which is also measured from £[y] rather than y . Therefore, the approximation 

for derived here requires a bias correction to obtain E[y\ from y as shown in (8). 

The error y-E[y\ is approximated by combining the Taylor series for y = £[x] 
and the result obtained for E[y]: y- E[y\ = + /2-S£’i£T//2 . 

I i j i 

E{(y - is the variance of the error in the bias-corrected estimate E[y] of y . 

Substituting for y - E[y] and squaring the resulting expression produces: 

E[{y - £[>-])'] = E[{ZF,e,f + (I/- 

» i i J 

-a:F,e,)aF„af) + (LZF,fie/ /4 
- (I I F,^e,ej XS /• ,0-/ ) / 2 -r (S £;,cr/ ) V 4] . 

The expression is reduced by evaluating the expected value of each component 
using 1-7 above and then combining the results. 

E[a:F,e,f] = l'LF,F^E[e,ej] 

' • J 

= HF^a^ because £[e*] = cr^ (2) and 
£[e,e^] = 0 for all i * j (3). 

£[(I£;e,XlIf;e,«j)] = = 0 because any expectation of the product of 

/ ! j i J 

three errors ei,e,ej either involves at least one unsquared e, alone (4) or is ef . 

£[e’] = 0 by (6), 

£[(££;«, XZ-fi/Cr,^)] = (Z£;i)Z£;£[e,] = 0 because £[e,] = 0 (1) . 
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E[a:'LF,je,e^f] = E{Y.l.J.Y.F^F,,e,efi^e,] 

i j h i j k 

= ElI.F:^e‘] + E[I.i:(.F,F^+2F;)efe]] 

i I j*l 

+ E[terms e^e^eje^ with one unsquared e^ alone] 

= H F^,E[e‘ ] + Z Y.(F„Fj^ + 2F^j)E[e^e ] ] because expected 

i i J*i 

values of products with one e, term all are zero (4). 

= Z3/^»II(f=;,-fV-+2f=;)c7/<Tj because E[e‘] = 2a* (7), 

i i j*i 

and E[efe'‘j] = o-.VJ when i ^ j (5) . 

==inF„F^ + 2F^)ay^ 

E[(I.lF,^e,e^)aF„a!)] = 

= (Z/^,cr')’ because E[e^] = (7- (2) and 
E[e,ej] = 0 for i ^ j (3) . 

Recombining the components E[(y - E[y]Y] = "LF'-g] + LZ(F,-,Fj^ +2F^)a-aj /4 

-(LF,,a]fl2 + (lF„aJflA 
= 'LF^a] + ZZ^yCr.Vj /2 because 

i ij 

I.'LF„Fj,aJa^^=(ZF„aff. 

• j ' 

Therefore, the CV of is found from the approximation formula. 

-LF^a] ^'LLFloWin 

J 

y+'LFlG]l2 

In practical applications the term 'LY.F^g'^g] 12 is frequently small and can be 

• j 

ignored without materially affecting the accuracy of the calculated value of . The term 
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/2 in the denominator may also be small enough to be ignored in many 


applications. In other words, the bias correction to y may sometimes be omitted without 
materially affecting the results. 

Applying (8) and (9) to AGP is straightforward. The formula used by the Postal 
Service to compute AGP for the GRA and IGRA is: 

u = "LTjEjdjIV AGP of a single subclass/category 

J 

The summation is taken over all cost pools j. T, denotes the annual total cost in pool j 
and is assumed to be known certainly from Postal Service financial accounts. The other 
terms in the formula are either assumed values or are estimated in one way or another. 
These terms are: Ej , the volume variability of costs in pool ji dj , the distribution key 
share for the subclass in pool j; and, V , mail volume for the subclass. 

The GRA or IGRA estimate of u is: 

u = 'LT/Ejdj/V 

The dj and V are all assumed to be unbiased estimates of the Ej, dj and V with 
errors that are independent and normally distributed. The GVs are defined as 

Cej = a-Ej / Ej . Cjj = cTj^ / dj and Cy =<7, / V . Estimates of these GVs are assumed to be 
available. It simplifies the notation somewhat to define uj as the j th component of the 
summation that produces u, i.e., uj = TjE,dj/V . 

The partial derivatives of u , evaluated at E^ = E,, dj = dj and V = V are: 


du 

- El 

du 

-}LL 

du 

SE, 

E, 

’dd^ 

dj 



u 


d^u 

dE] 


d^u _ d^u 
dE^ddj ~ dd] 


V 



491 


Report to Congress Appendix D 

1998 International Mail Page 7 of 14 



10. As a proportion; E[uyu = \ + Cl . 

This shows that the CRA and ICRA estimates of ACP are biased downwards by 
an amount that is related to the square of the CVs of the volume estimates. In most 
instances, this bias is small since the CVs of the volume estimates are close to zero. 

Inserting partial derivatives in equation 9 provides the estimate of the CV of u , 
denoted C„. 



The term in the brackets [ ] under the square-root sign can be ignored without 
materially affecting the calculated value of C„ since the terms C‘ and Cl(Clj -rC|) are all 
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quite small and enter the formula in a way that tends to be offsetting. Therefore, the 
approximating formula for C, can be reduced with no appreciable loss in accuracy to the 
much simpler expression: 



This is the formula that has been used to calculate the CVs for International Mail. 


Finally, consider the possibility that a non-sampling error is discovered in the form 
of an additive bias p, in one of the components x, of x/ , that is x/ = £[x,] + p,. It can 

easily be shown that if one simply corrects the bias by replacing x; with when y 
and all of the partial derivatives F, and ft are computed, then the mathematics used to 

derive E[y] (8) and (9) continues to be valid. Although the use of x, rather than 

A 

Xi-pi will provide biased estimates of E[y] and , correcting for the bias requires no 
essential change in the application of formulas 8, 9, 10, 11 or 12. 

Note also that correcting an additive bias in an Ej, dj V is not likely to have 
much of an impact on a C. calculated according to formula 12. The bias correction 

affects C, primarily by changing the ratios («>/w) and thus reweighting the summation of 

terms in TiujIufiClj + C|) . The CV of the biased variable would also change from 

J 

ajxi to t7,l(x,-pp. Except for a bias in the volume estimate V and its effect on C,, , 
such a change would probably have only a small impact on Q . 

The Postal Service has never proposed a method for computing the overall CVs 
for the ACPs it annually estimates for domestic and international mail in the CRA and 
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ICRA reports. However, it appears that the Service retains sufficient information about 
the CVs of the components of its AGP formula to make possible either a simulation or an 
approximate calculation of the overall CVs using (12). A calculation or simulation of the 
CVs of ACP would be a helpful addition to the Service’s annual CRA and ICRA reports 
and would be useful to the Commission and others if supplied by the Postal Service in its 
submissions for rate proceedings. 

Table D-2 displays approximate values of the CVs for the ACPs of the major 
categories of inbound and outbound International Mail. The calculated values depend 
upon Unit Volume-Variable Costs (UWCs), volumes and other information provided by 
the Postal Service in “international Cost and Revenue Analysis (ICRA) Report - PRC 
Version Fiscal Year 1998", upon CVs for distribution shares and volumes provided in the 
Service’s responses to Commission Orders 1236 and 1244, and upon a small amount of 
information taken from the 1998 CRA (PRC Version) for domestic mail and the National 
Consolidated Trial Balance for FY 1998. 

Some of the CVs of the variables appearing in equation 12 are missing from the 
Service’s responses to the Commission’s information requests. In particular, there are no 
coefficients of variation for any cost pool volume-variabilities. These volume-variabilities 
are all assumed to be equal to one and their CVs are assumed to be zero. It is 
frequently the case that the CVs for distribution key shares and mail volumes are 
reported for aggregations of more than one category of International Mail, or in other 
ways that do not exactly match the formula. Also, the cost pool definitions used to report 
UWC in the ICRA do not exactly match the cost categories for which the Service has 
reported CVs for the IOCS distribution keys. These and other defects in the data have 
been overcome by using proxies and by making other assumptions as needed to use 
whatever data has been supplied. Any differences in the Service’s use of UWC in the 
ICRA and the definition of ACP used by the Commission have been ignored in the 
application of the approximation formula. 
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The overall CVs for the fifteen major categories of inbound and outbound 
International mail are shown in Table D-2 in the column labeled “CV of ACP" These 
overall CVs are derived directly from CVs for the various cost components and volume as 
shown in the other columns of the table. The formula also Involves cost proportions. 
These proportions, shown as percentages, are derived from the ICRA and appear in 
Table D-1 . Some of the ICRA cost categories have been combined or redistributed for 
the CV calculations as described below. 

The specific assumptions that have been made to overcome the various omissions 
and defects in the data are as follows: 

1 . The CVs of the volume-variabilities ( ) are all taken to be zero. For most 
cost components, the CRA and ICFtA rely upon volume-variabilities with an assumed 
value of one. This means that the cost component is completely volume-variable. When 
a volume-variability is an assumed value, its associated CV is zero. 

2. Several mail categories have been combined in Table 1 “Estimated IOCS 
Cost CVs for International Mail Categories, FY 1998” from the Service’s response to 
Commission Orders 1236 and 1244. Where this has occurred the same CVs have been 
used for the components. Inbound Surface and Air LC/AO both use the CVs reported for 
Inbound LC/AO: Inbound Surface and Air Parcel Post both use the CVs for Inbound 
Parcel Post. Outbound Surface Publishers Periodicals use the CVs for Outbound 
Surface AO. The CVs for Outbound Global Priority Mail have been assumed to apply to 
all outbound international priority mail. 

3. The Service was able to supply a CV for mail volume for only one category 
of inbound International Mail, inbound Air LC/AO. For all other categories of inbound mail 
the volume CV was assumed to be the same as the volume CV of the corresponding 
category of outbound mail. 
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4. A somewhat more aggregate set of mail categories has been used in the 
Service's Table 2 “TRACS CVs PQ1-4, FY 98” from the Service’s response to 
Commission Orders 1236 and 1244. In addition to the assumptions made above (2) it 
was assumed that Post Cards and Postal Cards have the same domestic transportation 
CVs as Letters and Letter Packages. 

5. The Postal Service provided CVs for Clerks and Mailhandlers broken dowp 
by Mail Processing, Administrative, and Window Service. These were recombined into a 
single CV for Clerks and Mailhandlers under the assumption that the three subcategories 
have independent errors. The formula is; 

= CV for mail processing 
CpCj.Cj = CVs for Clerks and Mailhandlers 

(1) Mail Processing, (2) Administrative, and (3) Window Service 
FJ.F’j./’j = Proportions of costs for Clerks and Mailhandlers 

Values for the proportions appearing in the formula were taken from the 1998 CRA (PRC 
Version) “Cost Segments and Components Report, Segment 3”. The proportions are 
.758 for mail processing, .120 for administrative and .122 for window service. The results 
of applying the formula were used as the CVs for the ICRA non-transportation cost 
category “Process.” 

6. The ICRA non-transportation cost category “Delivery” was assumed to have 
the CV reported by the Postal Service for “City-Carrier In-Office” in Table 1. 

7. No CVs were reported by the Postal Service that appeared to apply directly 
to the ICRA non-transportation category “Other." In fact, this category is a collection of 
capital-related and overhead costs that are customarily apportioned in the annual CRA by 
a method called “piggy-backing.” That is, they are apportioned in the same way as 
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related labor costs and can be expected to have similar errors. Consequently, they have 
been redistributed back to the other domestic cost categories in applying the 
approximation formula. This redistribution follows the proportions in the ICRA for 
Process, Delivery and Domestic Transportation. 

8. No CVs were reported directly for any of the non-domestic ICRA cost 
categories. These categories are “International Transportation,” “Terminal Dues,” 
“Transit” and “International Air." However, most of the costs in these categories are 
charges that are based upon weight. Therefore, these charges were combined and 
assigned the CV reported by the Postal Service for weight. This assumption may cause 
a minor violation of the assumption that the errors in the components of ACP are 
uncorrelated since weight and volume are measured in ways that are sometimes related. 
Fortunately, the CVs for weight are all quite small so the effect any correlation with 
volumes should be small. 

9. The Postal Service’s response to PRC Order No. 1236 provided CVs for 
eight separate modes of domestic transportation and for each postal quarter of FY 1998. 
These were combined in two stages into the single set of CVs for Domestic 
Transportation for 1998 used in the approximation formula. First, the CVs for the four 
postal quarters were combined by assuming that the CVs were drawn from up to four 
independent, equal-sized samples with the same mean. Where no CV was reported for a 
quarter, it was assumed that no sample had been drawn for that quarter. The formula for 
combining the quarterly CVs under these assumptions is: 

C^^^{C^,+Cl + Cl+Cl)IN 

C, = Annual CV 

C,,Cj,C 3 C, = CVs for quarters 1-4 

N = The number of quarters for which the Postal Service reported a nonzero 
CV. 
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1 0. The annual CVs for the eight modes of domestic transportation were then 
combined into a single CV for each international mail category using the assumption that 
the errors in the distribution key shares for these pools are independent. This 
assumption is an extension of the assumption of independent errors underlying the 
derivation of the approximation formula. 

c,=ji(PjCjy 

C, = CV for all modes of domestic transportation 

Cj = CV for domestic transportation mode j 

Pj = Proportion of domestic transportation cost attributed to mode , 

The formula for combining the eight CVs requires the proportion of total domestic 
transportation cost for each mode. A single set of proportions was used based upon the 
cost of all categories of international mail reported in the 1998 CRA Report. The 
proportion for each mode is the cost attributed to international mail for the mode in the 
“National Consolidated Trial Balance, FY 1998”, Accounting Period 14, Year-to-date. 

The proportions are: Passenger Air .4810, Highway intra-SCF .0003, Highway Inter-SCF 
.0016, Highway Intra-BMC .1605, Highway Inter-BMC .1516, Eagle Network .1429, 
Passenger Rail .0419, and Western Air .0203. 
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TABLE D-1 

PERCENTAGE DISTRIBUTION OF COSTS BY COST GROUPS 


International Mail Category 

Mail 

Processing 

Delivery 

Other 

Domestic 

Transp. 

Infl 

Transp. 

Terminal 

Dues 

Transit 

Int'l 

Air 

Outbound: 

Letters and letter packages 

26.77% 

0.56% 

10.97% 

1.30% 

14.31% 

45.54% 

0.00% 

0.56% 

Postcards, postal cards 

31.48% 

0.62% 

11.73% 

0.31% 

5.25% 

50.62% 

0.00% 

0.00% 

International Priority Airmail 

4.55% 

0.24% 

2.39% 

2.39% 

36.36% 

53.11% 

0.00% 

0.96% 

Air AO 

16.67% 

0.36% 

6.26% 

3.62% 

31.36% 

40.78% 

0.00% 

0.94% 

Air Parcel Post 

14.78% 

0.64% 

5.22% 

4.24% 

42.80% 

31.73% 

0.00% 

0.5,8% 

Express Mail Internationa! Service 

12.16% 

0.21% 

6.51% 

7.15% 

22.30% 

50.70% 

0.00% 

0.96% 

Surface AO 

23.32% 

0.45% 

10.23% 

2.85% 

5.18% 

57.97% 

0.00% 

0.00% 

Surface Publishers Periodicals 

14.19% 

0.48% 

7.50% 

0.72% 

2.23% 

74.88% 

0.00% 

0.00% 

International Surface Airlift 

0.88% 

0 29% 

1.02% 

1.90% 

33.09% 

62.81% 

0.00% 

0.00% 

Surface Parcel Post 

25.08% 

1.19% 

11.29% 

9.36% 

7.30% 

44.72% 

1 .05% 

0.00% 

Inbound: 

Surface LC/AO 

58.62% 

13.14% 

24.31% 

3.93% 

N/A 

: N/A 

N/A 

N/A 

Surface Parcel Post 

49.63% 

5.04% 

17.46% 

27.86% 

N/A 

N/A 

N/A 

N/A 

Air LC/AO 

60.33% 

11.80% 

24 59% 

3.28% 

N/A 

N/A 

N/A 

N/A 

Express Mail International Service 

34.32% 

40.86% 

17.72% 

7.11% 

N/A 

N/A 

N/A 

N/A 

Air Parcel Post 

55.55% 

5.19% 

21.95% 

17.31% 

N/A 

N/A 

N/A 

N/A 


TABLE D>2 

PERCENTAGE COEFFICIENTS OF VARIATION BY COST GROUPS 1S98 


international Mail Category 

Mail 

Processing 

Delivery 

Domestic 

Transp. 

All Other 

Int'l Costs 

Volume 

CV of 

ACP 

ACP 

Coverage 

Coverage 

t-value 

Outbound: 

Letters and letter packages 

6.29% 

70.70% 

39.00% 

1.04% 

2.01% 

3.00% 

164.68% 

21.53 

Postcards, postal cards 

13.13% 

0.00% 

39.00% 

1.04% 

2.01% 

6.00% 

153.40% 

6.69 

Internationa! Priority Airmail 

19.27% 

95.23% 

41.77% 

0.00% 

0.00% 

1.80% 

177.51% 

43.12 

Air AO 

11.40% 

0.00% 

48.84% 

2.00% 

2.57% 

4.50% 

140.06% 

6.91 

Air Parcel Post 

13.46% 

0.00% 

38.84% 

2.93% 

3-20% 

5.07% 

126.83% 

5.29 

Express Mail International Service 

18.25% 

0.00% 

12.67% 

0 00% 

0.00% 

3.20% 

160.05% 

18.78 

Surface AO 

12.33% 

0.00% 

55.04% 

5.04% 

6.67% 

8.63% 

83.04% 

-1.96 

Surface Publishers Periodicals 

12.33% 

0 00% 

0.00% 

0.00% 

0.00% 

2.60% 

84.05% 

-6.13 

International Surface Airlift 

31 .80% 

0 00% 

0-00% 

0.00% 

0.00% 

0.37% 

103.95% 

10.61 

Surface Parcel Post 

11.65% 

97.48% 

63 61% 

3.40% 

2.65% 

9.42% 

119.98% 

2.12 

Inbound: 

Surface LC/AO 

8.70% 

855% 

3842% 

N/A 

6.67% 

9.76% 

70.06% 

-3.07 

Surface Parcel Post 

17.10% 

0.00% 

54.92% 

N/A 

2.65% 

21.35% 

168.41% 

3.20 

Air LC/AO 

8.70% 

8.55% 

38 42% 

N/A 

2.50% 

7.70% 

91.15% 

-1.15 

Express Mail International Service 

16.45% 

106 90% 

16.31% 

N/A 

0.00% 

53.54% 

101.70% 

0.03 

Air Parcel Post 

17.10% 

0.00% 

54.92% 

N/A 

3.20% 

17.49% 

171.88% 

4.11 
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OUTBOUND REGIONAL DATA 

The Postal Service provided volume, cost, and revenue data by terminal dues 
regime. Although terminal dues apply to only LC/AO mail, the Service provided the 
terminal dues regime separation for all services. There are three regimes: (1) Canada; 
(2) European Bilateral Countries; and, (3) UPU countries. Although Mexico is part of 
the UPU country group, the Postal Service has reported data for it separately. 

There is no reporting of the data for the initiatives on a regime basis. Also, the 
Postal Service cannot separate the cost for ValuePost/Canada between periodicals and 
all other printed matter; therefore, those costs are included in the data for Surface 
printed matter. 
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TABLE E-1 (Revised 6/11/99) 

OUTBOUND INTERNATIONAL MAIL 
SUMMARY OF FY 1996 INTERNATIONAL VOLUMES, REVENUE, 
ATTRIBUTABLE COST AND COST COVERAGE 
BY INTERNATIONAL MAIL CATEGORY AND TERMINAL DUES REGIME 1/ 


International Mail Category 

Volume 

Revenue 

($) 

Attributable ' 
Cost ($) 2J 

Contribution 

($) 

Cost 

Coverage 


(1) 

(2) 

(3) 

(4)=(2)-{3) 

(5)=(2)/(3) 

Surface 

Printed Matter and Small Packets (AO), 

Excluding Periodicals and ISAL 

Canada 

15,954 

14,611 

12,824 

1,787 

113.9% 

Mexico 

214 

745 

1,129 

(384) 

66.0% 

European Bilateral Group 

3,972 

12,541 

13,791 

(1.250) 

90.9% 

UPU Countries 

8,075 

29,564 

41,581 

(12,017) 

71.1% 

Periodicals 

Canada 

21,581 

18.245 

1 1 .097 

7,148 

164.4% 

Mexico 

1.556 

1.624 

2,668 

(1,044) 

60.9% 

European Bilateral Group 

14,457 

16,944 

16,428 

(1.484) 

91.9% 

UPU Countries 

27,487 

31 ,802 

49,515 

(17.713) 

64.2% 

Parcel Post 

Canada 

300 

4,718 

3,678 

1,040 

128.3% 

Mexico 

33 

939 

695 

244 

135.1% 

European Bilateral Group 

761 

16,429 

14,797 

1,632 

111.0% 

UPU Countries 

1,218 

35.521 

28,937 

6,584 

122.8% 

Internationa! Surface Airlift (ISAL) 

Canada 

N/A 

N/A 

N/A 

N/A 

N/A 

Mexico 

5,162 

2,201 

1,817 

384 

121.1% 

European Bilateral Group 

43.871 

24,331 

19,866 

4,465 

122,5% 

UPU Countries 

114.554 

89.588 

90,067 

(469) 

99.5% 

Valuepost Canada 3/ 

- 

- 




Total Surface 

259.195 

$ 299.803 

$ 310,880 

(11,077) 

96.4% 

Airmail 

Letters and Letter Packages 

Canada 

165,026 

106,300 

102,273 

4,027 

103.9% 

Mexico 

31.018 

18,632 

12,429 

6,203 

149.9% 

European Bilateral Group 

124.219 

128,534 

72,037 

56,497 

178,4% 

UPU Countries 

189.790 

198,477 

88.427 

110,050 

224.5% 

Postcards, Postal Cards, & Aerogrammes 

Canada 

7.999 

3.175 

3,391 

(216) 

93.6% 

Mexico 

966 

386 

181 

205 

213.3% 

European Bilateral Group 

33.663 

17.237 

13,036 

4,201 

132.2% 

UPU Countries 

20,382 

10.500 

3,869 

6,631 

271,4% 


Footnotes and sources are on Table E-1 (continued). 
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TABLE E-1 (CONTINUED) 

OUTBOUND INTERNATIONAL MAIL 
SUMMARY OF FY 1998 INTERNATIONAL VOLUMES, REVENUE. 
ATTRIBUTABLE COST AND COST COVERAGE 
BY INTERNATIONAL MAIL CATEGORY AND TERMINAL DUES REGIME 1/ 


International Mail Category 

Volume 

Revenue 

($) 

Attributable 
Cost ($} 2/ 

Contribution 

($) 

Cost 

Coverage 


(1) 

(2) 

(3) 

(4)=(2)-(3) 

(5)=(2)/(3) 

Airmail (Continued) 

Printed Matter and Small Packets 

Canada 

13.441 

27.423 

27,720 

(297) 

98.9% 

Mexico 

2,334 

3,400 

4.483 

(1,083) 

75.8% 

European Bilateral Group 

11,330 

59,877 

33,747 

26,130 

177.4% 

UPU Countries 

17.911 

104,134 

73,327 

30,807 

142.0% 

Parcel Post 

Canada 

1,265 

18.217 

14,532 

3,685 

125.4% 

Mexico 

111 

2,811 

2,616 

195 

107.5% 

European Bilateral Group 

1,062 

35,075 

25,785 

9.290 

136.0% 

UPU Countries 

1,813 

67,926 

54,965 

12,961 

123.6% 

International Priority Airmail Service 

Canada 

N/A 

N/A 

N/A 

N/A 

N/A 

Mexico 

1,241 

627 

282 

345 

222.3% 

European Bilateral Group 

17.227 

10.397 

7,062 

3,335 

147.2% 

UPU Countries 

34.376 

28,194 

14,756 

13,438 

191.1% 


Bulk Letter Service to Canada 3/ 


Express Mai! International Service 


Canada 

359 


7,671 


4.354 

3,317 

176,2% 

Mexico 

690 


12,833 


10,198 

2,635 

125.8% 

European Bilateral Group 

652 


20.232 


13,121 

7,111 

154.2% 

UPU Countries 

2,992 


84,628 


50.693 

33.935 

166.9% 

Total Air 

679.857 

$ 

968,686 

$ 

633,284 

$ 333,402 

152.6% 

Initiatives 








Global Priority Mail 

4.219 


30,265 


38,886 

(8,621) 

77.8% 

Globa! Package Link 

1,513 


23,630 


26,635 

(3,006) 

88.7% 

International Customized Mail 

10.433 


9,061 


7,720 

1,341 

117.4% 

Direct entry 

16.837 


3,351 


3,115 

236 

107.6% 

Total Initiatives 

33,002 

$ 

66.307 

S 

76,356 

$(10,049) 

86.8% 

Grand Total Outbound 

972.054 

S 

1.332,796 

$1,020,520 

$ 312,276 

130,6% 


1/ Mexico is part of the UPU terminal dues regime. 


2/ Volume variable cost + product-specific cost 
3/ See Table IV-2 for caveat 

Source: FY 1998 ICRA Report, June 11, 1999, Pages A-3A-4. A-5. A-7 ; Attributable cost for EURB/UPU split 
from pages B-4 & B-5, unit cost times volume, as applicable 
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THE POSTAL SERVICE’S REVISED TREATMENT OF 
INTERNATIONAL AIR TRANSPORTATION COSTS 
AND THE SETTLEMENT DIFFERENCE 


The Postal Service submitted an FY 1998 ICRA Report - LISPS Version on 
June 7, 1999. It reflected a revised methodology for calculating international air 
transportation costs and a revised treatment for the difference between imputed 
settlement costs and booked costs (the settlement difference). The change in the 
treatment of the latter cost only affects the calculation of incremental costs. 

Settlement treatment In the original ICRA submission, the Postal Service 
treated the settlement difference as an incremental cost of providing international mail 
service as a whole. In adjusting this treatment the Postal Service emphasized that the 
settlement difference was the result of a conservative approach to accruing settlement 
costs. The Postal Service continues to believe that the imputed values represent the 
cost consequence of current international volumes but it now apparently concludes that 
the booked values are less accurate measures of settlement costs than the imputed 
values, and therefore the booked values can be ignored. This treatment eliminates a 
component of incremental cost and would reduce the total incremental cost for 
international mail by $70 million (from $122 million to $52 million). 

International air transportation costs treatment In the original ICRA — PRC 
Version, submitted on March 15, the Postal Service cross-multiplied outbound volumes 
by unit air transportation costs, based on lAB cost information, to calculate an imputed 
value for international air transportation costs. The calculation produces an imputed 
value because it does not reflect the corresponding value in the Book of Accounts. For 
this reason, the Postal Service adjusted the imputed value to the level of the Book of 
Accounts’ accrued value for international air transportation cost. Since the Book of 
Accounts figure was larger than the aggregate imputed value, the adjustment increased 
the imputed value. 
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In the Postal Service version filed June 7, 1999, the Postal Service adjusted the 
imputed value to the level of the actual payments. This is a level between the imputed 
value and the booked value. The imputed value of payments to carriers and the actual 
payments to air carriers differ from accrued expenses because international air 
transportation costs are accrued using the historical level of payments as a basis. 
Although the imputed value reflects the expected payment to carriers, sometimes the 
actual payment differs because of adjustments to the biil resulting from a change in 
routing or other differences. Accordingly, the Postal Service now believes that using the 
actual payments as the benchmark for the imputed value is the most accurate method 
for estimating the international air transportation cost of specific international mail 
services. 

Table F-1 calculates the differences in attributable cost, contribution to 
institutional cost, and cost coverage for the standard services resulting from the revised 
Postal Service treatment of air transportation costs. Unit attributable costs that 
incorporate the revised approach are calculated in Table F-2 for the standard services. 
The corresponding adjustment of the Initiatives' cost is calculated in Table F-3. 

Because of time constraints, the Commission did not ask the Postal Service to 
produce a PRC Version of the ICRA with the Postal Service’s revised treatment. 
However, in Table F-2, the unit cost for standard services reflecting the revised 
approach was obtained by adjusting the total unit attributable costs from the revised 
ICRA — PRC Version submitted June 11, 1999, to reflect the Postal Service’s revised 
international air transportation. The June 1 1 revised ICRA — PRC Version does not 
incorporate the two methodology changes discussed in this appendix. 

Of the initiatives, only GPM was affected by the revised approach. In Table F-3, 
the attributable costs for GPM are adjusted, based on underlying Postal Service 
electronic workpapers, to reflect revised international air costs! Tables F-4 and F-5 
calculate the effects of the change on attributable costs, contribution to institutional cost, 
and cost coverage. 
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TABLE F-3 

DEVELOPMENT OF ATTRIBUTABLE COST FOR GLOBAL PRIORITY MAIL 
USING THE 6/11/99 ICRA REPORT-PRC VERSION AND THE POSTAL SERVICE'S 
NEW METHODOLOGOGY FOR INTERNATIONAL AIR TRANSPORTATION COST 
(Amounts in Thousands) 


USPS 

Version 


PRC 

Version 


Cost Segments/Components 

Source 

PRC 

Version 

(3/15/99) 

(6/7/99) ( 6 / 11 / 99 ) 

w/ new tnfl w/ new Int/I V 
Air Trans Cost Air Trans Cost 

1 Total Cost Segement Costs excluding CS 1 

Sheet Cost Segment. Cell X19 

(1) 

$ 8.663 

$ 

(2) 

6,004 [ 

S 

( 3 ) 

8,904 1 

2 Domestic Rail Cost 

Sheet Domestic Trans, Cell AV47 

$ 324 

S 

326 

$ 

326 

3 Domestic Other Transprtation Cost 

Sheet, Domestic Trans, Cell AB183 

$ • 

$ 


$ 

181 

4 Domestic Highway Cost 

Sheet. Domestic Trans. Cell P13S 

$ 181 

$ 

181 

$ 

5 Domestic Water Cost 

Sheet Domestic Trans. Cell P 227 

$ 3 

$ 

3 

$ 

3 

6 International Air Transportation Cost 

7 Terminal Dues 

Sheet Inti Trans & Ad] . Cell G217 

$ 5,608 

$ 

4,219 1 

$ 

4,219 1 

Sheet: Inti Trans & Adj., Ceil L217 

$ 4.883 

$ 

4,883 

s 

4,883 

8 Transit&Air Conveyance costs 

Sheet: Inti Trans & Ad] , Cell M217 

$ 70 

$ 

70 

$ 

70 

9 Subtotal, 

Sum of Lines 1 thru 8 

$ 19,933 

$ 

15,686 

$ 

18,586 

10 Product-Specific Cost 

1 1 Total Attributable Cost 

12 Reconciliation Total 

ICRA Report, p A-1 

$ 18,913 

$ 

18,913 

$ 

18,913 

L.10 + L,11 

$ 38.846 

S 

34,599 

[I 

37499 1 

ICRA Report, p.A-7 

$ 38,845 

$ 

34.599 


N/A 

13 Reconaliation Difference 

L 12-L 11 

$ (1) 

s 

(0) 



N/A 


For PRC (3/15/99). Sheet references are for File ICRAPRC5 XLS 
1/ Line 1 costs are obtained from the international cost segments and components report accompanying the FY 1998 
ICRA Report-PRC Version, 6/11/99. All other costs come from column 2 
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TABLE F-4 

DEVELOPMENT OF ATTRIBUTABLE COST 
FOR OUTBOUND MAIL- STANDARD SERVICE AND INITIAITVES - 
ADJUSTED TO REFLECT THE NEW USPS METHOD FOR 
INTERNATIONAL AIR TRANSPORTATION COST 
(Amounts in Thousands) 






PRC 







Version 

Reduction 



PRC 


(6/11/99) 


in 



Version 

w/ new lnt/1 1/ 

Attributable 

Outbound Categories 


(6/11/99) 

Air Trans Cost 


Costs 



(1) 


(2) 

(3)=(2)-(1) 

1 Standard Services 

$ 

944,164 

$ 

909,764 

$ 

(34,400) 

initiatives 







2 Global Priority Mail 

$ 

38,686 

$ 

37,499 

$ 

(1,387) 

3 Global Package Link 

$ 

26,635 

$ 

26,635 

$ 

- 

4 Direct Entry/Inbound 

$ 

3,115 

$ 

3,115 

$ 

- 

5 International Customized Services 

$ 

7,720 

$ 

7,720 

$ 

' 

6 Subtotal, initiatives 

$ 

76,356 

$ 

74,969 

$ 

(1,387) 

7 Total Outbound 

$ 

1,020,520 

$ 

984,733 

$ 

(35,787) 


Sources: 

Line 1 - Table E-1 , L,15, Col. 2 or Col. 3, as applicable. 
Line 2 - Col. 1 from Table IV-2, L.15, Col. 5. 


Col. 2 from Table F-3, L. 11, Col. 3. 

Lines 3, 4, & 5 from Table IV-2, Col. 2, Lines 16, 17, or 18, as applicable. 
Line 6 = Sum of Lines 2 thru 5. 

Line 7 = L. 1 + L. 6. 



508 


Report to Congress 
1998 International Mail 


Appendix F 
Page? of 10 


? n s 
O. O «L 


!j O .9 SJ i ^ 

1 01 i? > cC- 
i ci. o ^ 5 « 11 
? > £ C ST 


y ^ w 
0^0 
goo 

i- < 2 

to s g 
0^1- 
O >- < 

Ci o ^ 

iSo 

2 g S; 

55 n z 

O J K 

sis 

5 0. < 

s§< 
e « g -F 

01 ^ -o 

Z > z « 

o H - 5 

,7 D p O c 

l*- CD 5 u. X 

ataOS 

S s§ 2 | 
« w 2 I 
I 

SSfc- 

5§| 

t < 2 

2 Q 

s z 2 

(C < « 

uj ^ H 

2 s 
Z 5 o 
u u £ 

S 5 o 
o § 2 

Sis 

ass 

IN 

£L K < 

E O 
O u. 

O 


c oi 

O .2 2 -i' 
a 2 C 
a 4* c 11 


5 •e T 


z 2 * c < 


a S 'T- < 
Q- w r; 

> £. 


- « S - !:2 ! 


— m <e • 
<N o fO > 
«p O CM < 


*4 M M *4 

C> lO O O - . 

c> rt •- c< tx fO 

^ <0 »- F>. a» - 


► *4 *4 *4 *4 


(D «n O (D O 

® (O 1“ (S lO 

® ® ^ K r> »f> 

® ® «n' p.' »■ o' 


M «4 «4 44 « 


a S 1 II 

s ® ^ 5 .5 

* S*^ ^ ■ 

5 1 

; £ a £ I f _ 

■c c S O 

_ _ E a m 
o o b = 


■o 3S X A 



509 


Report to Congress Appendix F 

1998 International Mail Page 8 of 10 


The effects of these revised unit attributable costs on aggregate and individual 
international mail services are developed in Tables F-6, F-7, and F-8 of this appendix. 

In Table F-6, settlement differences in the amount of $70 million are excluded from the 
incremental cost in accordance with the Postal Service's revised treatment. The 
remaining incremental costs are equal to the IBU overhead cost in the amount of $52 
million. Both figures are obtained from the ICRA Report - PRC Version submitted June. 
11,1 999 at page A-1 , Footnote 3. 

Table F-7 displays the impact of revised attributable air transportation costs on 
the cost coverages of individual international mail products. 

Table F-8 is a summary of FY 1998 revenue and attributable costs for 
international mail, similar to Table IV-1 in the body of this report except that it reflects 
both the air transportation and settlement cost methodologies now favored by the Postal 
Service. 


TABLE F-6 

EFFECT OF USING THE POSTAL SERVICE'S METHOD 
FOR CALCULATING INTERNATIONAL AIR TRANSPORTATION 
AND SETTLEMENT COSTS 
(Amounts in Thousands) 



Reduction 

Increase 
in Contribution 

Unadjusted 

Adjusted 


in Attributable 

to Institutional 

Cost 

Cost 


Cost ($) 

Cost ($) 

Coverage 

Coverage 

Category 

(1) 

(2) 

(3) 

(4) 

Outbound Mail 

(35.787) 

35,787 

130.6% 

135.3% 

Inbound Mai! 

- 

- 

98.2% 

98.2% 

Subtotal 

(35,787) 

35,787 

123.5% 

127.0% 

Infl Mail incremental Cost 

- 

70,242 

- 

- 

Grand Total 

$ (35.787) 

$ 106,029 

112.9% 

122.0% 


Source; Line 1 from Appendix F, Table F-5. Line 7; Line 2 = No effect on inbound mail; 
Line 4 - Table IV-1, L.4 - Table F-8, L,4, Reflects ICRA Report released 6/11/99. 
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TABLE F.7 

EFFECT OF USING THE POSTAL SERVICE’S METHOD 
FOR CALCULATING INTERNATIONAL AIR TRANSPORTATION COSTS 
ON INTERNATIONAL ATTRIBUTABLE COST 


Increase 


OUTBOUND MAIL 
Surface 

Printed Matter & Small Packets, excl. ISAL & Per. 
Periodicals 
Parcel Post 
int'l Surface Airlift 
VaiuePost/Canada V 
Subtotal, Surface 
Air 

Letters and Letter Packages 
Postcards, Postal Cards, and Aerogrammes 
Printed Matter and Small Packets (AO) 
International Priority Airmail Service 
Bulk Letter Service to Canada 1./ 

Parcel Post 

Express Mail International Service 
Subtotal. Air 

initiatives 
Global Priority Mail 
Global Package Link 
Direct Entry/Inbound 
International Customized Services 
Subtotal, Initiatives 

Total Outbound 


Reduction 

in Contribution 

Unadjusted 

Adjusted 

1 Attributable 

to Institutional 

Cost 

Cost 

Cost ($) 

Cost ($) 

Coverage 

Coverage 

(1) 

(2) 

(3) 

(4) 



82.9% 

82.9% 


. 

84,0% 

84.0% 


. 

119.7% 

119.7% 

- 

- 

103.9% 

103.9% 

- 

- 

96.4% 

96.4% 

(8.918) 

8,918 

164.2% 

169.7% 

(314) 

314 

152.8% 

155.2% 

(9,808) 

9.808 

139.9% 

150.5% 

(2.021) 

2,021 

177.5% 

195.3% 

(8,993) 

8,993 

126.7% 

139.5% 

(4.346) 

4,346 

160.0% 

169.4% 

$(34,400) 

$34,400 

152.6% 

161.4% 

(1.387) 

1,387 

77,8% 

80.7% 


88.7% 

88.7% 

. 


107.6% 

107,6% 



117.4% 

117.4% 

$(1,387) 

$1,387 

86.8% 

88.4% 

$(35,787) 

$35,787 

130.6% 

135.3% 


y See caveat in Table IV*2, footnote 1 

Source; For surface & air use Appendix F. Table F-1. Cols. 4, 7, 8. & 9, as applicable; 
for initiatives, use Appendix F. Table F-5. Cols. 4, 7, 8, & 9, as applicable. 
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TABLE F-6 

SUMMARY OF FY 1998 REVENUE AND ATTRIBUTABLE COST 
FOR OUTBOUND AND INBOUND INTERNATIONAL MAIL 
USING USPS NEW METHOD FOR ESTIMATING 
INTERNATIONAL AIR TRANSPORTATION COST AND SETTLEMENT COST 
(Amounts in Thousands) 


Total 



Revenue 

Attributable 

Incremental 

Attributable 

Cost 


($) 

Cost ($) 

Cost ($) 

Cost ($) 

Contribution ($) 

Coverage 

Category 

(1) 

(2) 

(3) 

(4) 

C5)=(1)-(2) 

(6)={1)/(4) -■ 

Outbound Mail 

1,332.796 

984,733 

. 

984,733 

348.063 

135.3% 

inbound Mail 

282,311 

287.379 


287,379 

(5,068) 

98.2% 

Subtotal 

1,615,107 

1.272.112 

- 

1,272,112 

342,995 

127.0% 

int'l Mail 

Incremental Cost 

* 

* 

52,203 

52.203 

$ (52,203) 


Grand Total 

$1,615,107 

$1,272,112 

$ 52,203 

$1,324,315 

$ 290,792 

122.0% 


Note: The attributable costs reflect the FY 1998 ICRA Report - PRC Version, submitted 6/1 1/99. 


Source: Table IV-2, except Line 1 , Coi.2 * Appendix F. Table F-4. Col.2, L. 7 and Line 4, Col. 3 is from the FY 
1998 ICRA Report - PRC Version, June 11, 1999. p.A-1. footnote 3. 
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REFERENCE MATERIAL - POSTAL SERVICE VIEWS 


This appendix provides two Postal Service documents for reference: a chart that 
relates international domestic services; and the Postal Service description of how it 
develops international mail rates. 


Response to Question 23 of the Second Notice of International Mail Data 
Requirements, Order No. 1236. 

23. For each of the international categories shown in the list of appended to Order 
No. 1228, please indicate what the Postal Service considers to be the most 
closely analogous subclass of domestic mail and discuss the reasons for these 
conclusions. 

See the following attachment. 
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Response to Question 18 of the Second Notice of International Mail Data 
Requirements, Order No. 1236. 


IS. prwiOt (ft* (nfomMtfon on /i(* Ottign <i»9ef1b*d 1 pag» S cf ortftr No. 1228. 

(Soo tho fbwt Ml pongnph ^ pogo 8.) 

Page 6 of PRC Odor No. 1228 asks M ttw PosW Sarvico provide the Commission enough 
docurne nt s tte n to eftow the cslcUetion and rsportfnc of cost covecao* **ch su O d e ts of 
iritsm e de ne i mea. Matwisi has already been ftvniahed by tw Poetal Servioe to aNow such 
etocUsBons to be made by the Commisston. to addMon, Order No. 1228 also discusMS rats 
design in formation necessary to demonstrata how toe Pcatai Service designs the rats for each 
constituent rate cstegory. The informatitti should aSow toe Co mm i ss ton to dtoermtoe whether the 
dt fference between the category rate and too base rato for toe si tortass to which K belongs 
reflects Ki added or avoided costa. The toform^on bsiow addresses tois request 


The foitowing dtscusston outiines the essumptions arto spproach undedying the development of 
totamational rets tevets and the structurs spectfic to eech mtsmatienal fneB dess, s ubcla s s, and 
rate catogory. 


Mail dass >s identified according to the rtomerwistun and deftittions deacribed tn tha Convention 
A^ewnents of toe Unhwsal PosM Union (UPU). The Mamedonaf Mati Afanuaf provides furthsr 
descriptive information. There ars three basic dassee of totamational mail: 


teffers A Csnfs fLCi: 


Esatisi 


Items weighing up to 2 kilograms (64 ounces). 

Items eoft sisa nq of prtoted papers. Utarartura for 
toe blind wto small packets. Wal^ UmHa art 2 
kilograms for smsk packala. 5 Utograms for 
priftted papers, and 7 totograms for IKaratura for 
toe bUrto. 

Parcel post is similar to domestic Standard (B) maS. . 
Merchandise is permitted, but written communications 
having the natura of currant and personal 
correspondertce are not permitted. 


These three dssses of intemetional mall service are also delineated by air and stxfaca mode* of 
tt a rtopori e b on where toe transportation mode epuete* rou^ to priority and fton-priority level* of 
service. 


WKhir these three classes. *ubdasses/rate and product categorie* can be identified. Within the 
LC dsss these include post cards, aerogrammes. Global Pnerity Mail, intemabonal priority 
akmei vto bulk lettars to Canada. Wttotn toe AO dess, regular printad matter, pubiishers' 
p eriodtoals, books and sheet music, intemetional surface airiilt (ISAL). and Vsluepost Canada are 
defined. 

Witiwi perceis, a distinction is made by mode of irwisportatjon; namely, surface and air, and by 
gaographic regton. 

In addKton to these three major classes of mail, the Postal Service also offers an expedited 
servica sirrtoly named international Express Mail Service. 

B««lc Principles 

The development of inlemebonel rate* co n fon ns to the statutory crtterie of 39 U.S.C. 101 and 
403. Factors used to develop international mail rales in some respects parallel those used in 
domestic rate setting; namely, intemationel mail must cover its dired and Indked costs; 
intemetional mail fmjst make an appropriate contribution to ail other coal*, and derivation of 
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Wimattonaj mail rates must conildar tha anvironmanW cootilttons of the martcet It serves. In 
gar^eral. the following prindples are foUowed wher^ settSr^ in te rna ti onal mal rates. 

1. Outboixxl ralM are bssed on outbound costs. 

2. Costs are e s timaia d in a mamar slmlfor to domestic cost estimation. 

3. Rate dsvefopment foMowa a bottom up approach. Unlike domaatic rata 
devalopmant where base ratas are reduced by a coat avoidanca/coat savings 
foctori. totsmational ratas ara eat by aetablisl^ madups and coat eovaraoe 
targets. 

4. Markups are appliad to sstSnatas of itott ccst 

5. UnH costs are davefopad by component and Uantified according to thrae batic 
cstagodaa: non-transportattorv banspo na tion. and aattemerk char^. 

6. Markups are baaed upon market foctori and recognition that all outbound 
sarvicaa are aub^ to compatitivs forces and sitostituta sarvicas. 

7. Rata drfferencas are a fonction of cost drffarar^cas and the markups applied to 

unit costs. 


As 8 briar htstoricaJ note, it had bean the practice, through the February IMS intemationat change 
to ratas. to configurB outbound totamatlonai postage rates on total combined irtoound/outbound 
totemational costs. This had the affect of burdsrtingoulboimdratopayerswiih the cost or dsitve^ 
ctf foralTHxIgln Irtoound totemational mall. Wkh the auspanston of the Private Exprms Statutes 
to September 1988, the subeequent change to international postage rates in April 1888 deptfted 
from pooltog Inbound and outbound costs. R shoiM be undaritood tost tinea April 1988. 
outbound totomationto postags ratas have been designed solaiy on outbound costs. There has 
bean no exception to the approach over the pest elevan years. 

totemetior^ rates are predicsted on specific eoct drivers idarkifrad with providing oufoourto 
totemational mail service. The costs that ara taken into account for each category of mail todude 
d emesti c handling and domestic trar ap or tati un. totemationai franaportatlon. and the cost of 
delivery in each country of destinetion. Oomeatic handling ar>d domestic transportation are 
ractora pertinent, for example, to the deveiopmerk of ISAL and IPA gateway rates. International 
tiansporiation Is a cost driver which, in c o nfunctfor^ wifri foreign delivery costs, corkhbutes to the 
constiuebon of rats groups for iSAL. IPA. EMS. printed metter. and air parcels. Transportation 
costs conform to Department of Transportation (DOT) ratas for U.S. flag carriara. ISAL 
trartsportation costs. rwMrevar. are conbacf rates and are generally lower than DOT rales. 
Tfsnsportition and delivery charges are also primary foctors in considering the development of 
countiy specific rates 

There are three basic types of delivery charges, each of which can contribute to the design of a 
particular rate structure, and influence the cortstructicn of reto groups. Tormtnol dues apply to the 
Retribution end delivery of IC and AO categories of totemational mail. Imtoianco cha/pes apply 
to the distribution and delivery of EMS Items; white toward land ratas apply to parcel post items. 

Tarminat duos are promulgated by the Universal Postal Union (UPU). Currently there are three 
structures that UPU members can invoke: (i) a flat rate set at 3.427 SDR/kg. (ii) a revision 
mechanism rate set at 0 14 SDFVKem plus 1.0 SDR/kg. and (ill) a bulk mail option whose rate 
may not be higher than those caiculated on the basis of 67% of the charge for a 20 gram 
domestic letter rate or exceed 0204 SDRfitempius 1.46 SDR/kg. A separate, lower rate of 0.653 
SOFVkg applies to M-bags. The UPU does pemvt administrations to enter into bilateral or 
multilateral payment agreements to settle their terminal dues'sccounts. The UPU establishes 
terminal dues rates at Congress, which is held once every five years. However, the Postal 
Operations Council of the UPU can amend terminaf dues rates between Cor)gresses. Such 
amendment have generally applied to revisions in the rates for the bulk mail option. 
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lmb»l9rKB charges for EMS Item* an mi by each hdvidual postal admirttBtretton. Ukswise 
kmerti land rates for parcai post Hams an datarminad by aach man^ and can ba rawsad 
annually. 

Importar ^ pa fwn e ter s to irtaan^a raspact to applyInQ ai poasibta terminal duas options ara 
the total wai^t and the number of Items par Utognm (IPK) axchangad wHh mai trading 
partnan. Estimetas of tPKs ere s taM s tlu B ij d a t ar m inad. 

Changes in the structua and level of termnal duas. hribaiarwe charges, and Irward tend rates 
contrftute to the definition of rale groups, rate structm, and mal acce p tance procedures. 
Oanvary structures thet have en aj^UcIt item cotnponer^ ertd wreif^ com p cr>ent have, for 
axampte, driven the rate daeign for IPA end ISAL from w aigh t -baaad (ratalpound) to a rate per 
item ptus a rate par pound. 

Market factors are alao raiavant oonsidafations h salting intemationai rates. Both martcups snd 
mal preparabon s^tamas ara Man into aecourtt. O av alop m a n t of the Air LC rate provides a 
good Bustration of hew these h«o tectors ware uaad to alter its iirtk vdlh domest ic First-Class Mail 
rates, ^lor to 1980, the first half-ounce Air LC rata was sat at tivica the domestic first ounce rate. 
This nJe of thumb, tog^her with the charge for the additional weig h t increments, had fte eftect of 
ovar-prtdng intemabortfl air tetters. T>us prsctics was abandoned in April 1988. Had if ramained 
in sfitecL the first haif-ounoe Air LC reta, eftecthe May 30. 1999. wcKid be changing to 66 canto. 
The Poetal Service bettevec that his chartge In methodology conthbutad to ha ravarsa! of the 
downward trend in intamatior«l mall voliana arte raversja through ftocal year 1968. arte was 
rasporwbte for the growth in international volume and ravarxie for the period 1 989 ttvexigh 1996. 

A deeolption of each mMI offering foliows. 

Air LC: Consists of personal corraaporteenca, stetemanto of accounts, and other business 
orterted trvxsacbons posted at singte piece ratss. Maliars ara typically individuate, housahokls. 
arte smalt businass antarprlaas. Air tetters racatva Firsl-Ctess kM asrvica in the United States, 
are dispatched by the most aj^adltioufl transportstion availsbta. and racaiva airmail or priority 
trastmant in the country of desttrMon. The rata structure is waight-basad and is curranoy 
unzooad. Air LC is offered as a un^arsai service. Consistent with moderating the hstttutiorte 
coat burden on this category of malt, the May 199S intamatlorvai rate change does not increase 
Air LC from those implamented on July 9. 1995. Saparate rata* are davalopad for Canada, 
Mesioo. and rest of the world. 

iBtamahcrMl Priority Airmail fiPAI : IPA to e bulk eif tetter product It provides businass mailers 
with a sarvics that is as test or tester ffian regular airmail. MaOers must meat a minimum Ian- 
pound volume requirement. The current rate design provides ter both e presort end non-presort 
option. The presort option requires separstion by country of destinstion. The rate levels for 1998. 
however, are rwt the result of applymg cost avoidence tectors to the sin^e piece Air LC rates. 

Bulk Latter ServlM to Canada : This servica was introduced ter business mailers maihng 
quanttttes of bulk letters to Canada. A minimum of 500 piecas weighing three ourtcas or lass is 
required to qu^ify for this servica. Mailers are also raqtered to trey their mail and apply a 
Canadian post cade to each mail piece. The rates for this service reprasant a fixed reduction 
from the single piece rate. The reduction was datemtined on the basis of cost coverage and not 
on cost avoidance. 

^fwanfwmarsnd Poet Cards : Aerogrammes ere designed for personal correspondence. An 
aerogramme consists of a single page that folds into a salf-saaiing envelope. Aafogrammas are 
very light wrtghi snd have little rigidity Post cards are a non-sealed medium for personal and 
busirtess coTTYnunicatiorw similar to domastie post cards, with the axcapboo that different size 
starteards apply to international cards. Both servica* are offered with a flat par item rate. The 
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a efogri m ffw rate Is universal, while a aeparatt card rate applies to Canada. Menco. and the rest 
of the wortd. 

(AOS Prtnttl Metter and SmaJt Peekta : Printed matter has two levels of service. Surface 
prirtted mattar la a nofvpriortty service. R irtdudes reguier printed matter, books and she a t music, 
and pubishera’ periodicais. Tha tong^arm trartd fer surface printed ma tt e r hes been down. 
Separate surface printed matter rates apply to Catteda, Mexico. ar>d the rest of the world. Rate 
Inqeatet to Mexico and the rect of the world are betng Implemented in phases to mitigate 
hardship on the publishing industry. Air prtoted matter Is a priority service whose overal! lorts- 
term Rend has shown steady growm in revenue, pieces and weights. As a priority printed matter 
service, Ms cost coverage hes been suffidentty hi^ so ae not to be Impacted by the terminal dues 
chtotges which have Impeded surteoe printed metlar. Air printed matter is priced according to 
geo g raphic regions tekktg into eocount trartsportadon costs and terminal dues difterences. 

Pubitehefs* Pftodloats Publishers' Periodleala is orte of the three subdasstficstiorts of suttece 
printed matter. The servioe Is offered onty to publishers and registerad newsagents for malings 
that would qualify as periodicals under the domestic ctassification. Similar to other surface 
dforings. Publishers' Periodicals have er^ertenced a decline in revenue, pieces, and weight 
since postal reorganization. The rate desi^ recognizes separate rales to Canada. Mexico, and 
tha rest of the world according to lermtrtal dues regime and transportation expanse. Changes in 
UPU tormlnel dues have resulted in a phased tmpiemantation of Publishers' Periodical rates to 
Uaidco and tha rest of the world. Tha UPU corwention allows Publishers' Pariodicel rates to be 
reduced ito to from regular printed matter rates. 

int«mstlef\st Surface Air Uft (tSALV ISAL la a bulk mailing service for the delivery of 
publications, advertising mail, cataloga. directortes. other printed matter, and small packets. 
Mallera must meet a 50-pourto mir^imum mailing requirement. ISAL requires mailer presort by 
courrffy. L0ce IPA ISAL rate design recognizes geofpaphic regions based upon termirtal dues 
ar>d transportation characteristics. The geogra^ic regions are the same for both services. ISAL 
receives air treatment within the United Stetes. and sir transportation to its crverseas dest)f^8t)on. 
Surtece transportation is provided at destination. ISAL rata design provides for threshold volume 
discounts for large mailers. The threshold incentives ve similar to IPA When ISAL rates ware 
revised in Pebruvy 1d96. ISAL sustained a rate increase because of a terminal dues change 
affecting printed matter categories. 

VaiuaPost/Canada VaiuePost Canada is a bulk mailing service for the deirvary of regular printed 
matter, books and sheet music, publishsrs' periodicals, and small packets. It was introduced as 
an ISAL equivalent service taking partcuter account of the terminal dues applicable to mail 
exch»>ged with Carteda Post Corporation. The rate design re^nizes shape, nantely, letters 
and flats. Within shape, a per Rem rate applies to letters weighing up to one ounce, and a per 
Rem rate applies to flats weighing up to five ounces. An item plus pound rate applies to letters 
and flats exceeding the one cur>ce and five our>c8 thresholds, respectively. 

M-Bao Service : M-Sag service allows a mailer to prepare a direct sack of printed matter weighing 
between 11 pounds ar>d 66 pounds to a single address. A reduced terminal dues rate of 0.653 
SORAg applies and recognizes reduced delivery cost because the M-bag does not require 
sortation to mult^e addresses. The rate design is a simple weight-based charge. 

Global Pijoritv Mail (GPMV Qlobal Prxxity Mail is an expedited airmail tetter service providing 
fast reliable delivery of ail Hems mailaWc as letters and merchandise up to four pounds. The 
service is targeted to specific countries based on market consideralions. Rate design provides 
both a flat rate for small and large envelopes, srto single piece weight-based rates. tC terminai 
dues rates apply to the delivery of GPM. however, the level of service is better since Rs Expres 
endtxsament accords it special delivery treatment in the country of destination. 
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Qlob*l fQPLy Gioba! Packao* Unk is a bulk mating sarvica that provWas fast, 

aconomicai intamational daliyary packagat coniainino marchandiaa. A customs prs-sdvisory 
option ofisrs convanlance and affordablity to parcal motors. GPL is Via onty buik parcel service 
offered intomstionalty by the Poatai Sarviee. The rets dasign is country spacMc due to the 
dlffarsrtt <jalN<ary charges atiesssd by the countries partcipatlng as GPL partners. Ths rets 
Isvets wars lr>ib^ set wtth a target coat coverega t30%. however, the wodd economic 
stowdown has adversely impacted the volume growth, tous caustog ftcad coats to bs distrtouted 
over fewer piaoas. GPL retas w«r« kvcrsasad 9% last Oacambar wtth the axpectetion of 
achieving breakeven in the tecs of dedining volumes. 

gwaa auM Service CEWSV IntematkKxal EMS is toe testast delivary servics offered for the 
deitvsry of kitemational ttems by the Poetst Service. EMS Items may consist of documents and 
merchartdise. The service is o ffe red to approximately ISO countriM. EMS expedites urgent 
ietlars, smai packages, and documents to toe country of destination where toey ve harvdied and 
deOvered on a priority basis by either a ioeal poetal adfruniatrabon or prtvate courier. Rate design 
considarations have moogniz^ both geographic regions wd country specific markets. 

Parcel Pat intematiortal surface parcel post is comparable to domestic zone-rated parcal post 
in that ft Is a rvorv-prtorfty service. It Is appropnate for mailing merchandtse. priniad matter or other 
Hems not raqtHrad to be rrwfled at letter ratea. VAittan communications having the character of 
personal cotrespondence may r>o( be endosad In pareal post package s . The maximum weight 
limit for parcel post wies from 11 to 70 pounds, depending on country of destination, 
international sir parcel post is a prtortty service that can be compared to domestic priority mail 
sar^. Weight limitations also apply at specified by toe country of destination. Both services 
are desgrved es smgie piece d^ngs. Anomalies between surfoce arto air parcel rates, 
however, are a furvction of the norHransportetion costs e sti mated for each of the two parcal 
categories. 
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Mr. McHugh. General Henderson, we thank you for your time. 

I think we've established, if nothing else, we have some very sig- 
nificant challenges in front of us. There are obviously differing 
opinions as to how those challenges should be met, what role both 
you and the Congress should play. If nothing else, I hope we've 
taken a step closer to the realization that this is not theory any 
longer, that the Postal Service that tens of millions of Americans 
rely upon each and every day is entering a new era, as we've 
heard, and that associated with that is going to have to come some 
sorts of changes. Depending on the eye of the beholder, it may be 
beautiful or otherwise, but something needs to be done that is dif- 
ferent than status quo. 

Toward that end, and I know I can speak for all of the members 
on this subcommittee, both sides of the aisle, we want to engage 
with you in an honest and open and, we hope, productive dialog on 
how we can make those changes happen so that communications 
in America are continued to be conducted under an umbrella of 
confidence and reliability on postal services provided for some 200 
plus years in this country, and we thank you for your effort. We 
particularly thank the postal workers, the folks we see on the 
streets every day and who sort and route the mail. They do a tre- 
mendous job. 

We will be submitting questions for the record. You've kindly of- 
fered to provide some information to some of the Members. We wel- 
come your response on that as well. 

With that, the hearing is adjourned. 

[Whereupon, at 12:45 p.m., the subcommittee was adjourned.] 
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